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Preface 


The publication Foreign Relations of the United States constitutes the 
official record of the foreign policy of the United States. The 
volumes in the series include, subject to necessary security consider- 
ations, all documents needed to give a comprehensive record of the 
major foreign policy decisions of the United States together with 
appropriate materials concerning the facts which contributed to the 
formulation of policies. Documents in the files of the Department of 
State are supplemented by papers from other government agencies 
involved in the formulation of foreign policy. 

The basic documentary diplomatic record printed in the volumes 
of the series Foreign Relations of the United States is edited by the Office 
of The Historian, Bureau of Public Affairs, Department of State. The 
editing is guided by the principles of historical objectivity and in 
accordance with the following official guidance first promulgated by 
Secretary of State Frank B. Kellogg on March 26, 1925. 

There may be no alteration of the text, no deletions without 
indicating where in the text the deletion is made, and no omission of 
facts which were of major importance in reaching a decision. Noth- 
ing may be omitted for the purpose of concealing or glossing over 
what might be regarded by some as a defect of policy. However, 
certain omissions of documents are permissible for the following 
reasons: 


a. To avoid publication of matters which would tend to 
impede current diplomatic negotiations or other business. 

P * To condense the record and avoid repetition of needless 
etails. 

c. To preserve the confidence reposed in the Department by 
individuals and by foreign governments. 

d. To avoid giving needless offense to other nationalities or 
individuals. 

e. To eliminate personal opinions presented in despatches 
and not acted upon by the Department. To this consideration 
there is one qualification—in connection with major decisions it 
is desirable, where possible, to show the alternative presented to 
the Department before the decision was made. 


Documents selected for publication in the Foreign Relations vol- 
umes are referred to the Department of State Classification/Declas- 
sification Center for declassification clearance. The Center reviews 
the documents, makes declassification decisions, and obtains the 
clearance of geographic and functional bureaus of the Department of 
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State, as well as of other appropriate agencies of the government. 
The Center, in coordination with the geographic bureaus of the 
Department of State, conducts communications with foreign govern- 
ments regarding documents or information of those governments 
proposed for inclusion in Foreign Relations volumes. 
N. Stephen Kane supervised the planning of this volume. John 
P. Glennon directed its final preparation. Mr. Kane edited the 
compilations on El Salvador; Edith James, the compilations on Boliv- 
ia, Paraguay, Uruguay, and Venezuela; Robert McMahon, those on 
Argentina, Brazil, Chile, Panama, and Peru; and Delia Pitts the 
remaining compilations. 
The Documentary Editing Section under the supervision of Rita 
M. Baker performed technical editing in the Publishing Services 
Division (Paul M. Washington, Chief). The Twin Oaks Indexing 
Collective prepared the index. 
William Z. Slany 
The Historian 
Bureau of Public Affairs 
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List of Sources 


The principal source of documentation for this volume was the indexed central 
(decimal) files of the Department of State. Documents from the central files were 
supplemented by materials from decentralized office and bureau files, the “lot” files 
of the Department of State, and Embassy files. The editors have also examined files 
of other Executive Branch agencies, including the Department of Defense and the 
International Cooperation Administration, and record collections at the Dwight D. 
Eisenhower Presidential Library. A list of the unpublished documentary sources used 
in the preparation of this volume follows. It is divided into three sections: the lot files 
maintained by the Department of State, with information concerning their origin, 
scope, and size; the files of other Executive Branch agencies; and record collections at 
the Eisenhower Library. 


Department of State 


ARA Files, Lot 58 D 564 


Subject files relating to Venezuela for the period 1948-1956, as retired by 
Office of East Coast Affairs in the Bureau of Inter-American Affairs. (Less than 1 
ft.) 


ARA Files, Lot 59 D 2 


ARA Files, Lot 59 D 12 
Subject files relating to Venezuela for the year 1957, as retired by the Office of 
East Coast Affairs in the Bureau of Inter-American Affairs. (Less than 1 ft.) 
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Chile desk files for the year 1956, as retired by the Office of West Coast Affairs 
in the Bureau of Inter-American Affairs. (1 ft.) 
ARA Files, Lot 59 D 509 
Argentina desk files for the year 1956, as retired by the Office of East Coast 
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ARA Files, Lot 60 D 67 
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the Office of West Coast Affairs in the Bureau of Inter-American Affairs. (Less 
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ARA/REA Files, Lot 61 D 248 
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and Mutual Security Program estimates, as retired by the Office of Inter- 
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ARA/REA Files, Lot 63 D 87 
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America for the years 1955-1960, as retired by the Office of Inter-American 
Regional Economic Affairs. (1 1/2 ft.) 


Cabinet Meetings, Lot 68 D 350 


Records relating to various foreign policy subjects discussed at Presidential 
Cabinet meetings from 1953 to 1965, as maintained by the Executive Secretariat. 
(2 ft.) 
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Executive Secretariat. (18 ft.) 
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Editor's Note—This list does not include standard abbreviations in 
common usage; unusual abbreviations of rare occurance which are 
clarified at appropriate points; and those abbreviations and contrac- 
tions which, although uncommon, are understandable from the con- 
text. 


A, airgram CADE, Compafiia Argentina de 
ABC, Argentina, Brazil, Chile Electricidad (Argentine Electric 
AD, Accién Democritica (Democratic Company) 

Action), a Venezuelan political party CAP, Compafiia de Acero del Pacifico 
AEC, Atomic Energy Commission (Pacific Steel Company), Chile 
AFE, Administracién de Ferrocarriles de! CCC, Commodity Credit Corporation, 


Assembly), Colombia CGT, Confederacién General del Trabajo 
AR, Office of Regional American (General Confederation of Labor) 
Affairs, Department of State CIA, Central Intelligence Agency 
ARA, Bureau of Inter-American Affairs, CIC, Commission of Investigation and 
Department of State Conciliation, Organization of 
ARA/P, Public Affairs Adviser, Bureau American States 
of Inter-American Affairs CINCARIB, Commander in Chief, 
ASW, anti-submarine warfare Caribbean 
ATLAS, Asociacién de Trabajadores de CIO, Congress of Industrial 
America Latina (Association of Latin Organizations 
American Workers) cirtel, circular telegram 
AT.&T., American Telephone & CMA, Compaftia Mexicana de Aviacién, 
Telegraph Company S.A. (Mexican Aviation Company) 
BAEC, Buenos Aires Economic COAS, Council of the Organization of 
Conference American States 


CA, Central America; circular airgram COB, Central Obrera Boliviana (Bolivian 
CAB, Civil Aeronautics Board Labor Central) 











Latin American Workers) 

CTC, Confederacién de Trabajadores de 
Cuba (Confederation of Cuban 
Workers) 

CTM, Confederacién de Trabajadores 
Mexicanos (Confederation of Mexican 
Workers) 

CUTCH, Central Unica de Trabajadores 
de Chile (Central Workers Union of 
Chile) 

D, member of the Democratic Party in 


Cooperation Administration 
for Operations, International 








GATT, General Agreement on Tariffs 
and Trade 

GMP, General Military Plan (for the 
defense of the American Continent) 

GNP, gross national product 

GOB, Government of Bolivia; 
Government of Brazil 

GOC, Government of Chile, 
Government of Cuba 

GOP, Government of Paraguay 

GSA, General Services Administration 

GUEST, Guest Aerévias Mexico, 
Mexican National Airlines 

H, Assistant Secretary of State for 
Congressional Relations, Office of the 
Assistant Secretary of State for 
Congressional Relations 

HEW, Department of Health, Education, 
and Welfare 
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introduced in the House of 
Representatives 

IAC, Intelligence Ac: visory Committee 

IADB, Inter-American Defense Board 

IA-ECOSOC, Inter-American Economic 
and Social Council 

IAEA, International Atomic Energy 
Agency 

IAGS, Inter-American Geodetic Survey 

IAH, Inte:-American Highway 

IBRD, International Bank for 


IC/DV, Import Certificate-Delivery 
Verificatior 

ICFTU, International Confederation of 
Free Trade Unions 

IC], International Court of Justice 

IFC, International Finance Corporation 

[IIAA, Institute of Inter-American Affairs 

IL, International List (of embargoed 


IRCA, International Railways of Central 
America 

IRD, International Resources Division, 
Bureau of Economic Affairs, 
Department of State 

ISA, Assistant Secretary of Defense for 
International Security Affairs; Office 
of the Assistant Secretary of Defense 
for International Security Affairs 

JBUSMC, Joint Brazil-United States 
Military Commission 

JCS, Joint Chiefs of Staff 

L/ARA, Office of the Assistant Legal 
Adviser for Inter-American Affairs; 
the Assistant Legal Adviser for Inter- 
American Affairs 

LA, Latin America 

LACSA, Lineas Aéreas Costarricenses 
(Costa Rican Airlines) 

LORAN, Long Range Navigational Aid 


LPG, Legislative Program Group, 
Department of State 

MAAG, Military Assistance Advisory 
Group 

MAP, Military Assistance Program 

MC, Memorandum of Conversation 

MDA, Mutual Defense Assistance 

MDAC, Mutual Defense Assistance 
Control 

MDAP, Mutual Defense Assistance 
Program 

MDN, Movimiento Democratica 
Nacionalista (National Democratic 
Movement), a Guatemalan political 
party 

MEN, most favored nation 

MID, Office of Middle American 
Affairs, Bureau of Inter-American 
Affairs, Department of State 

mil, military 

MinFin, Minister of Finance 


MSA, Mutual Security Agency; Mutual 
Security Act 

mytel, my telegram 

MSP, Mutual Security Program 

NAC, National Advisory Council 

NATO, North Atlantic Treaty 
Organization 

NCGG, National Council of Government 

niact, night action, communication 
indicator requiring attention by the 
recipient at any hour of the day or 
night 

NIE, National Intelligence Estimate 

NSC, National Security Council 

OAS, Organization of American States 

OCB, Operations Coordinating Board 

ODECA, Organizacién de Estados 
Centroamericanos (Organization of 
Central American States) 

ODM, Office of Defense Mobilization 

ODVA, Organisme de Développement 
de la Valle de l’'Artibonite Haiti 
(Artibonite Valley Development 
Agency of Haiti) 
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OFD, Office of Financial and 
Development Policy, Bureau of 
Economic Affairs, Department of State 

OILA, Office of International Labor 
Affairs, Department of Labor 

OISP, Overseas International Security 
Program 

OR, Office of International Resources, 
Bureau of Economic Affairs, 
Department of State 

ORIT, Organizacién Regional 
Interamericana de Trabajadores (Inter- 
American Regional Organization of 
Workers) 

OSA, Office of South American Affairs, 
Bureau of Inter-American Affairs, 
Department of State 

OT, Office of International Trade, 
Bureau of Economic Affairs, 
Department of State 

PC, participating country 

PCB, Partido Comunista do Brasil 
(Brazilian Communist Party) 

PEMEX, Petréleos Mexicanos, S.A. 
(Mexican Petroleum, Inc.) 

PGT, Partido Guatemalteco de 
Trabajadores (Guatemalan Labor 
Party) 

PL, Public Law 

POL, petroleum, oil, and lubricants 

PR, Partido Revolucionario de 
Guatemala (Guatemalan Revolutionary 
Party) 

PRI, Partido Revolucionario Institutional 
(Institutional Revolutionary Party), 
Mexican political party 

PRP, Partido de Representacao Popular 
(Popular Representative Party), 
Brazilian political party 

PSD, Partido Social Democratico (Social 
Democratic Party), Brazilian political 
party 

PTB, Partido Trabalhista Brasileiro 
(Brazilian Labor Party) 

PURS, Partido Unién Republicana 
Socialista (Socialist Republican Union 
Party), Bolivian political party 

R, Special Assistant for Intelligence, 
Department of State; Office of the 
Special Assistant for Intelligence, 
Department of State; member of the 
Republican Party in the United States 





REA, Office of Inter-American Regional 
Economic Affairs, Bureau of Inter- 
American Affairs, Department of State 

reftel, reference telegram 

Rerum Novarum, a confederation of 
Costa Rican labor unions 

RPA, Office of Inter-American Regional 
Political Affairs, Bureau of Inter- 
American Affairs, Department of State 

S/AE, Special Assistant to the Secretary 
of State for Atomic Energy Matters 

S/MSA, Special Assistant to the 
Secretary of State for Mutual Security 
Affairs 

S/P, Policy Planning Staff, Department 
of State 

S/S, Executive Secretariat, Department 
of State 

SCISP, Servicio Cooperativo 
Interamericano de Salud Publica 
(Inter-American Cooperative Public 
Health Service) 

SEATO, Southeast Asia Treaty 
Organization 

Secto, series indicator for telegrams to 
the Department of State from the 
Secretary of State (or his delegation) 
at international conferences 

SENDAS, Secretariado Nacional de 
Asistencia Social (National Secretariat 
of Social Assistance), Colombia 

SHADA, Societé Haitiano-Americaine 
de Développement Agricole (Haitian- 
American Society for Agricultural 
Cooperation) 

SN, Seguridad Nacional (National 
Security), Venezuelan internal security 


agency 

SNIE, Special National Intelligence 
Estimate 

SOAEC, series indicator for telegrams 
from the U.S. Delegation, Economic 
Conference of the Organization of 
American States 

SOMISA, Sociedad Mixta Siderargica 
Argentina (Mixed Steel Company of 
Argentina) 

TAC, Transit Authorization Certificate 

Tosec, series indicator for telegrams 
from the Department of State to the 


Secretary of State (or his delegation) 
at international conferences 

















List of Abbreviations and Symbols XVII 





TRC, Office of Transport and 
Communications, Bureau of Economic 
Affairs, Department of State 

U, Office of the Under Secretary of 
State 

UDN, Unido Democratica Nacional 
(National Democratic Union), Brazilian 
polilical party 

U/FW, Special Assistant to the Under 
Secretary of State for Fisheries and 
Wildlife 

U/MSA, Special Assistant to the Under 
Secretary of State for Mutual Security 
Affairs 

UNEF, United Nations Emergency Force 

UNICEF, United Nations Children’s 
Fund 

UNTAA, United Nations Technical 
Assistance Administration 

USA, United States Army 

USAF, United States Air Force 

USDel, United States Delegation 


USIA, United States Information Agency 

USIS, United States Information Service 

USMC, United States Marine Corps 

USN, United States Navy 

USOM, United States Operations 
Mission 

UTE, Administracion General de las 
Usinas Electricas y los Telefonos del 
Estado (General Administration of 
State Electric Power and Telephone 
Services), Uruguay 

W, Deputy Under Secretary of State for 
Economic Affairs; Office of the 
Deputy Under Secretary of State for 
Economic Affairs 

XMB, Export-Import Bank of 
Washington 

YPF, Yacimientos Petroliferos Fiscales 
(National Petroleum Company) 

YPFB, Yacimientos Petroliferos Fiscales 
Bolivianos (Bolivian National 
Petroleum Corporation) 
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List of Persons 


Editor's Note—The individuals identified below were principal 
participants in the events covered in this volume. Other officials and 
individuals not included in the list are identified in footnotes to the 
text at appropriate places. In general, persons attending but not 
participating in meetings, and those mentioned only in passing have 
not been identified. Identifications are limited to circumstances and 
positions under reference in this volume. All titles and positions are 
North American unless otherwise indicated. Wherever possible dates 
of tenure and the spelling of names follow the information provided 
in official publications of the countries concerned. 


Achilles, Theodore C., Ambassador to Peru from July 24, 1956 

Adams, Sherman, the Assistant to the President 

Ageton, Arthur A., Ambassador to Paraguay until April 10, 1957 

Aguilar Cornejo, David, Peruvian Minister of Foreign Affairs until December 24, 
1955 

Alkmin, José Maria, Brazilian Minister of Finance from January 31, 1956 

Anderson, Dillon, Special Assistant to the President for National Security Affairs, 
April 2, 1955-September 1, 1956; White House Consultant from June 29, 1957 

Anderson, Robert B., Deputy Secretary of Defense until August 4, 1955; Secretary 
of the Treasury from July 29, 1957 

Andrade Uzquiano, Victor, Brazilian Ambassador to the United States 

Aramburu, Major General Pedro Eugenio, member, Argentine ruling military junta, 
September 21-November 13, 1955; thereafter, Provisional President and 
Chairman of the military junta 

Araujo, Alfonso, Colombian Ambassador to the United Nations from September 
1957 

Arey, Hawthorne, Director, Export-Import Bank 

Arias Espinosa, Ricardo M., President of Panama, January 15, 1955-October 1, 1956; 
Ambassador to the United States from December 1956 

Arismendi, José Loreto, Venezuelan Minister of Education until February 1956; 
thereafter, Minister of Foreign Affairs 

Armour, Norman, Ambassador to Guatemala until May 9, 1955 

Armstrong, W. Park, Jr., Special Assistant to the Secretary of State for Intelligence 
until May 5, 1957 

Armstrong, Willis C., Deputy Director, Office of Internationa! Trade and Resources, 
Bureau of Economic Affairs, Department of State, January 15, 1955-June 1, 
1957; Director, Office of International Resources, June 1-August 6, 1957; 
thereafter, Acting Deputy Assistant Secretary of State for Economic Affairs 
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Atwood, Rollin S., Director, Office of South American Affairs, Bureau of Inter- 
American Affairs, Department of State, until October 10, 1955; Acting Regional 
Director for Latin American Operations, International Cooperation Administra- 
tion, October 10, 1955-Junme 17, 1956; thereafter, Director 





Barbosa Baeza, Enrique O., Chilean Minister for Foreign Affairs, January 1955-May 
1956 

Barnes, Robert G., Deputy Director, Executive Secretariat, Department of State, June 
12-August 1, 1955; Director, Executive Secretariat, August 1, 1955-March 11, 
1956; thereafter, Special Assistant to the Under Secretary of State for Mutual 
Security Affairs 

Barrau Pelaez, Manuel, Bolivian Foreign Minister from August 6, 1956 

Barron Sanchez, Rear Admiral Emilio, Peruvian Minister of the Navy from July 
1956 

Batista y Zaldivar, Fulgencio, President of Cuba 

Batlle Berres, Luis, member, National Council of Government of Uruguay from 
1955; President of that Council, March 1955-March 1956 

Beaulac, Willard L., Ambassador to Chile until May 28, 1956; Ambassador to 
Argentina from June 1, 1956 

Beckmann, Conrado Carlos, Argentine Ministry of Foreign Relations; Secretary 
General of the Economic Conference of the Organization of American States, 
August 15-September 4, 1957 

Belton, William, Officer in Charge of West Coast Affairs, Office of South American 
Affairs, Department of State, until January 30, 1956; Deputy Director, Office of 
South American Affairs, January 30-July 14, 1956; thereafter, Counselor, 
Embassy in Chile 

Bennett, William Tapley, Jr., Special Assistant to the Deputy Under Secretary of 
State, August 9, 1955-September 8, 1957 

Benson, Ezra Taft, Secretary of Agriculture 

Berckemeyer, Fernando, Peruvian Ambassador to the United States 

Bernbaum, Maurice M., Counselor, Embassy in Venezuela until September 2, 1955; 
thereafter, Director, Office of South American Affairs, Bureau of Inter-American 
Affairs, Department of State 

Betancourt, Rémulo, organizer and leader of the Accién Democratica political party 
in Venezuela; in political exile, 1948-1958 

Bishop, Max W., Operations Coordinator, Department of State, until December 3, 
1955 

Black, Eugene R., President and Chairman of the Executive Directors, International 
Bank for Reconstruction and Development 

Bonsal, Philip W., Ambassador to Colombia, April 1, 1955-April 24, 1957; 
Ambassador to Bolivia from May 10, 1957 

Bowdler, William G., Office of Regional American Affairs, Bureau of Inter- 
American Affairs, Department of State, until July 18, 1956; Office of Inter- 
American Regional Political Affairs, July 18-October 17, 1956; Secretary, Inter- 
American Committee for Presidential Representatives of the Organization of 
American States, October 17-December 30, 1956; Vice-Consul, Embassy in Cuba, 
December 30, 1956- January 29, 1957; thereafter, Second Secretary and Consul 

Bowie, Robert R., Director, Policy Planning Staff, Department of State, until 
October 18, 1957; Assistant Secretary of State for Policy Planning, August 10, 
1955-October 18, 1957; Department of State member, National Security Council 
Planning Board, August 28, 1955-October 18, 1957 

Boyd, Aquilino E., Panamanian Minister of Foreign Affairs from October 1956 

Brand, Vance, member, Board of Directors, Export-Import Bank 
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Briggs, Ellis O., Ambassador to Peru, May 27, 1955-June 5, 1956; Ambassador to 
Brazil from July 24, 1956 

Brownell, Herbert, Jr., Attorney General of the United States 

Brundage, Percival F., Deputy Director, Bureau of the Budget, until April 1, 1956; 
Director from April 2, 1956; member, Advisory Board on Economic Growth and 
Stability, Council of Economic Advisers, from 1956 

Burgess, W. Randolph, Under Secretary of the Treasury for Monetary Affairs until 
September 26, 1957; thereafter, US. Permanent Representative to the North 
Atlantic Treaty Organization 

Burke, Admiral Arleigh A., USN, Chief of Naval Operations, Joint Chiefs of Staff, 
from August 17, 1955 


Cabot, John M., Ambassador to Colombia from July 12, 1957 

Cabell, General Charles P., Deputy Director for Central Intelligence 

Café Filho, Jodo, President of Brazil until November 8, 1955 

Cale, Edward G., Director, Office of Regional American Affairs, Bureau of Inter- 
American Affairs, Departraent of State, until June 3, 1956; thereafter, Economic 
Counselor, Embassy in Argentina 

Callaran, Paul E., International Resources Division, Office of International Trade 
and Resources, Bureau of Economic Affairs, Department of State 

C4mara, Mario, Brazilian Minister of Finance, October 1955-January 1956 

Carias Castillo, Tiburcio, Jr., Honduran Ambassador to the United States from 
October 15, 1957 

Carillo Flores, Antonio, Mexican Secretary of the Treasury and Public Credit 

Carney, Admiral Robert B., USN, Chief of Naval Operations to August 1955 

Castillo Armas, Colonel Carlos, President of Guatemala until July 26, 1957 

Chapin, Selden, Ambassador to Panama until May 29, 1955 

Chiriboga Villagémez, José Ricardo, Ecuadoran Ambassador to the United States 
until July 16, 1956; and again from December 19, 1956 

Cisneros Sanchez, Manuel, Peruvian Premier and Minister of Foreign Affairs from 
July 2, 1956 

Coll Benegas, Carlos, President, Banco de la Nacién, Argentina; Chief of the 
Argentine Financial Mission to the United States, June-September 1956 

Corbett, Jack C., Director, Office of International Financial and Development 
Affairs, Bureau of Economic Affairs, Department of State, until autumn of 1957 

Corliss, James C., Acting Adviser and Alternate U.S. Representative, LA-ECOSOC 
until May 16, 1956; thereafter, Financial Adviser, Office of Inter-American 
Regional Economic Affairs, Bureau of Inter-American Affairs, Department of 
State 

Corse, Carl D., Chief, Trade Agreements and Treaties Division, Bureau of Economic 
Affairs, Department of State, January 15, 1955-June 1, 1957; Acting Deputy 
Director, Office of International Trade, June 1-November 3, 1957; thereafter, 
Adviser, Office of International Trade 

Cottrell, Sterling J., Officer in Charge of Brazilian Affairs, Bureau of Inter-American 
Affairs, Department of State, until July 17, 1955; detailed to the Naval War 
College, July 17, 1955-July 15, 1956 

Cruz Salazar, Jose Luis, Guatemalan Ambassador to the United States 

Cutler, Robert, Special Assistant to the President for National Security Affairs until 
April 1, 1955 


Davis, Vice Admiral Arthur C., Deputy Assistant Secretary of Defense for 
International Security Affairs until October 1, 1955 
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Davis, Bainbridge C., Office of Sowth American Affairs, Bureau of Inter-American 
Affairs, Department of State, until January 30, 1956; Officer in Charge of North 
Coast Affairs, January 30, 1956-December 1, 1957; thereafter, Consul at Colon 

Davis, Roy Tasco, Ambassador to Haiti until March 9, 1957 

de la Campa y Caraveda, Miguel Angel, Cuban Ambassador to the United States 

Dearborn, Henry, Officer in Charge of River Plate Affairs, Office of South 
American Affairs, Department of State, unit] January 30, 1955; Deputy Director, 
Office of South American Affairs, January 30-December 31, 1955; thereafter, 
First Secretary and Counselor, Embassy in Peru 

Dillon, C. Douglas, Deputy Under Secretary of State for Economic Affairs from 
March 15, 1957 

Dodge, Joseph M., Special Assistant to the President and Chairman, Council on 
Foreign Economic Policy, until 1956 

Dreier, John C., U.S. Representative with personal rank of Ambassador to the 
Council of the OAS until May 15, 1956; thereafter, Acting Director, Office of 
Inter-American Regional Political Affairs, Bureau of Inter-American Affairs, 
Department of State 

Drew, Gerald A., Ambassador to Bolivia until April 6, 1957; Ambassador to Haiti 
from May 15, 1957 

Dulles, Allen W., Director for Central Intelligence 

Dulles, John Foster, Secretary of State 

Dunn, James Clement, Ambassador to Spain, until February 9, 1955; Ambassador to 
Brazil, March 11, 1955-July 4, 1956 

Duvalier, Francois, President of Haiti from October 22, 1957 


Edgerton, Glen E., President, Chairman, and Managing Director of the Export- 
Import Bank until 1956 

Eisenhower, Dwight D., President of the United States 

Eisenhower, Milton, Special Ambassador and Personal Representative of the 
President on Latin American Affairs 

Encisco Belloso, Guillermo, Paraguayan Ambassador to the United States until 
December 1956 





Fabrega, Octavio, Panamanian Minister of Foreign Affairs until October 1956 

Farland, Joseph S., Ambassador to the Dominican Republic from August 7, 1957 

Fernandes, Raal, Brazilian Minister of Foreign Affairs until November 12, 1955 

Fignole, Daniel, Provisional President of Haiti, May 26-June 14, 1957 

Figueres Ferrer, José, President of Costa Rica 

Fishburn, John T., Labor Adviser, Office of Regional American Affairs, Bureau of 
Inter-American Affairs, Department of Stwc, until September 8, 1957; thereafter, 
First Secretary and Labor Attaché, Embassy in Brazil 

FitzGerald, Dennis A., Deputy Director for Operations, Foreign Operations 
Administration until June 30, 1955; thereafter, Deputy Director for Operations, 
International Cooperation Administration 

Flemming, Arthur S., Director, Office of Defense Mobilization until February 1957 

Flores Avendafio, Guillermo, Provisional President of Guatemala from October 27, 
1957 


Gray, Gordon, Assistant Secretary of Defense for International Security Affairs, July 
14, 1955-February 27, 1957; Director, Office of Defense Mobilization from 
March 4, 1957 

Guimoye Hernandez, Emilio, Peruvian Minister of Finance and Commerce until 
December 24, 1955; Commercial Counselor, Peruvian Embassy in the United 
States from July 1956 
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Guizado Valdes, jos¢ Ramén, First Vice President and Foreign Minister of Panama 
until January 2, 1955; President of Panama, January 2-15, 1955 
Gétierrez Gomez, José, Colombian Ambassador to the United States from June 1957 


Hagerty, James C., Secretary to the President 

Hanes, John W., Special Assistant to the Secretary of State until April 8, 1957; 
thereafter, Deputy Assistant Secretary of State for International Organization 
Affairs 

Hanford, Colonel Thomas B., USA, Regional Director, Western Hemisphere, Office 
of the Assistant Secretary of Defense for International Security Affairs, from 
1956 

Harley, Charles R., Chief, Latin American Division, Office of International Finance, 
Department of the Treasury, from 1956 

Harrington, Julian F., Ambassador to Panama from August 30, 1955 

Hauge, Gabriel, Administrative Assistant to the President until 1957; Special 
Assistant to the President from 1957 

Henderson, Loy W., Deputy Under Secretary of State for Administration from 
January 26, 1955 

Hensel, H. Struve, Assistant Secretary of Defense for International Security Affairs 
until June 30, 1955 

Herrera Palacios, Oscar, Chilean Minister of Education, January-August, 1955, 
Minister of Economy, August-October 1955; Minister of Finance and Economy, 
October 1955-August 1956 

Herter, Christian A., Governor of Massachusetts until January 1957; Consultant to 
the Secretary of State, January 14-February 21, 1957; thereafter, Under Secretary 
of State 

Hill, Robert C., Ambassador to El Salvador until September 21, 1955; Special 
Assistant to the Under Secretary of State for Mutual Security Affairs, October 
12, 1955-March 9, 1956; Assistant Secretary of State for Congressional Relations, 
March 9, 1956-June 26, 1957; Ambassador to Mexico from July 25, 1957 

Hilton, Ralph, Bureau of Inter-American Affairs, Department of State, until 
December 19, 1955; Policy Planning Adviser, Bureau of Inter-American Affairs, 
December 19, 1955-February 1, 1956; Special Assistant to the Assistant Secretary 
of State for Inter-American Affairs, February 1, 1956-February 10, 1957, 
thereafter, Counselor, Embassy in Paraguay 

Holland, Henry F., Assistant Secretary of State for Inter-American Affairs until 
September 13, 1956 

Hollister, John B., Consultant to the Secretary of State, May 2-July 1, 1955; 
Director, International Cooperation Administration, July 1, 1955-September 15, 
1957 

Hoover, Herbert, Jr., Under Secretary of State until February 5, 1957 

Howe, Fisher, Deputy Special Assistant for Intelligence, Department of State, until 
March 12, 1956; thereafter, Director, Executive Secretariat 

Hoyt, Henry A., Officer in Charge of Caribbean Affairs, Office of Middle American 
Affairs, Department of State, until August 12, 1956; detailed to the National 
War College, August 12, 1956-June 30, 1957; thereafter, Special Assistant to the 
Assistant Secretary of State for Inter-American Affairs 

Hughes, Rowland R., Director, Bureau of the Budget, until April 1, 1956 

Humphrey, George M., Secretary of the Treasury until July 28, 1957 


Ibafiez del Campo, General Carlos, President of Chile 
Irwin, John N., Il, Deputy Assistant Secretary of Defense for International Security 
Affairs (Military Assistance Programs), from 1957 
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Izaguirre, General Carlos, Honduran Ambassador to the United States, May 5, 
1955-May 1956 


of Inter-American Affairs, Department of State, until August 14, 1955; detailed 
to the National War College, August 14, 1955-July 29, 1956; thereafter, 
Counselor-Consul, Embassy in Costa Rica 


Kalijarvi, Thorsten V., Deputy Assistant Secretary of State for Economic Affairs 
until March 14, 1957; Assistant Secretary of State for Economic Affairs, March 
15-Septermber 26, 1957; Ambassador to El Salvador from December 6, 1957 

Kemper, James S., Ambassador to Brazil until January 26, 1955 

King, Spencer M., Special Assistant, Office of the Assistant Secretary of State for 
Inter-American Affairs, August 14, 1955-August 25, 1957; thereafter, detailed to 
the National War College 

Krieg, William L., Counselor, Embassy in Guatemala until January 16, 1955; Special 
Assistant to the Assistant Secretary of State for Inter-American Affairs, January 
16-August 14, 1955; detailed to National War College, August 14, 1955-July 16, 
1956; Deputy Director, Office of Inter-American Regional Political Affairs, 
Department of State, from July 16, 1956; also in charge of Public Relations 
Affairs of that Office from December 19, 1956 

Kreiger Vasena, Adalberto, member of the Argentine Financial Mission to the 
United States, June-September 1956; Argentine Minister of Finance from March 
1957 

Kubitschek d< Oliveira, Juscelino, President of Brazil from January 1956 


Laferrére, Alfonso de, Argentine Ambassador to Chile until January 1956; Argentine 
Minister of Foreign Affairs from January 1957 

Lay, James S., Jr., Executive Secretary of the National Security Council 

Lechin Oquendo, Juan, Bolivian labor leader, Executive Secretary of the Bolivian 
Workers Confederation; Vice President of Bolivia and President of the Bolivian 
Senate from August 6, 1956 

Leddy, John M., Office of the Assistant Secretary of State for Economic Affairs 
until October 3, 1955; Special Assistant to the Assistant Secretary of State for 
Economic Affairs, October 3, 1955-October 20, 1957; Adviser to the U.S. 
Delegation to the Economic Conference of the Organization of American States; 
Special Assistant to the Deputy Under Secretary of State for Economic Affairs 
from October 20, 1957 

Léger, Jacques, Haitian Ambassador to the United States 

Leonhardy, Terrace G., International Relations Officer, Office of Middle American 
Affairs, Bureau of Inter-American Affairs, Department of State, from July 17, 
1955 

Lezama, Arturo, President of the National Council of Government of Uruguay from 
March 1, 1957 

Lieras Camargo, Alberto, President of Colombia, 1945-1946; Secretary General of 
the Organization of American States, 1947-August 1, 1954; Head of the 
Colombian Liberal Party, 1956-1957 

Liosa, Admiral Luis Edgardo, Naval Attaché, Peruvian Embassy in the United 
States; Foreign Minister, December 24, 1955-June 1956 

Lodge, Henry Cabot, Jr., the Permanent Representative of the United States at the 
United Nations 

Lonardi, Major General Eduardo A., Provisional President of Argentina, September 
21-November 13, 1955 

Lozano Diaz, Julio, Honduran Head of State until October 21, 1956 
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Lyon, Cecil B., Deputy Assistant Secretary of State for Inter-American Affairs, June 
28, 1955-May 10, 1956; Ambassador to Chile from June 15, 1956 


MacArthur, Douglas, Il, Counselor of the Department of State until November 24, 
1956 

Macy, Robert M., Chief of the International Division, Bureau of the Budget 

Magloire, Paul E., President of Haiti until December 12, 1956 

Mann, Thomas C., Counselor, Embassy in Guatemala, September 16, 1954- 
November 24, 1955; Ambassador to El Salvador, November 24, 1955-September 
24, 1957; Assistant Secretary of State for Economic Affairs from September 30, 
1957 

McConnell, James A., Assistant Secretary of Agriculture until 1956 

McGinnis, Edgar L., Jr., Office of South American Affairs, Bureau of Inter- 
American Affairs, Departrnent of State, until June 30, 1956 

McGuire, E. Perkins, Deputy Assistant Secretary of Defense for International 
Security Affairs, January-December 1956; thereafter, Assistant Secretary of 
Defense for Supply and Logistics 

Mcintosh, Dempster, Ambassador to Uruguay until April 3, 1956; Ambassador to 
Venezuela, April 26, 1956-December 27, 1957 

Meany, George, President of the American Federation of Labor-Congress of 
Industrial Organizations 

Memminger, Robert B., Counselor, Embassy in Panama until November 6, 1955; 
Officer in Charge of Central American and Panamanian Affairs, Burewu of Inter- 
American Affairs, Department of State, November 6, 1955-July 1, 1956 

Meyer, Joaquin, Financial Counselor, Cuban Embassy in the United States and 
Representative of the Cuban Sugar Stabilization Institute 

Miller, Edward G., Jr., Assistant Secretary of State for Inter-American Affairs, June 
28, 1949-December 31, 1952 

Mills, Sheldon T., Ambassador to Ecuador until April 6, 1956 

Minnich, L. Arthur, Jr., Assistant Staff Secretary in the White House 

Monsma, George N., Officer in Charge of International Organization Affairs, 
Department of State, until May 16, 1956; Officer in Charge, Inter-American 
Organizations, Office of Inter-American Regional Political Affairs from May 16, 
1956 

Mora, José A., Uruguayan Ambassador to the United States until April 1956; 
thereafter, Secretary General of the Organization of American States 

Morse, True D., Under Secretary of Agriculture 

Mulliken, Jean H., Officer in Charge, Commodities and Commercial Policy, Office 
of Regional American Affairs, Department of State 

Muniz, Joao Carlos, Brazilian Ambassador to the United States until June 1956; 
thereafter, Ambassador to Argentina 

Murphy, Robert D., Deputy Under Secretary of State for Political Affairs 

Myers, Lawrence, Director, Sugar Division, Department of Agriculture 


Neal, Jack D., Deputy Director, Office of Middle American Affairs, Bureau of Inter- 
American Affairs, Department of State, until May 6, 1956; then Director, May 
6, 1956-May 5, 1957; thereafter, Counselor, Embassy in Peru 

Newbegin, Robert, Director, Office of Middle American Affairs, Bureau of Inter- 
American Affairs, Department of State, until May 6, 1956; thereafter, Deputy 
Assistant Secretary of State for Personnel 

Nichols, Clarence, W., Deputy Director, Office of International Minerals Policy, 
Department of State, until January 15, 1955; Chief, International Resources 
Division, January 15, 1955-October 1, 1956; Deputy Director, Office of 
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International Trade and Resources, October 1, 1956-Jume 1, 1957; thereafter, 
Deputy Director, Office of International Resources 

Nixon, Richard M., Vice President of the United States 

Nolan, Charles P., Officer in Charge, Transportation and Communications, Office of 
Regional American Affairs, Bureau of Inter-American Affairs, Department of 
State, until July 15, 1956; thereafter, First Secretary-Commercial Attaché, 
Embassy in Argentina 

Nolting, Frederick E., Jr., Special Assistant to the Secretary of State for Mutual 
Security Affairs until September 25, 1955 

Nufer, Albert F., Ambassador to Argentina until May 12, 1956 


O'Conner, James F., Jr., Office of South American Affairs, Bureau of Inter- 
American Affairs, Department of State, until October 2, 1955; thereafter, Second 
Secretary of the Embassy in Argentina 

O'Connor, Roderic L., Special Assistant to the Secretary of State until] December 1, 
1955; Deputy Assistant Secretary of State for Congressiona! Relations, December 
1, 1955-May 28, 1957; Administrator, Bureau of Security and Consular Affairs 
from May 28, 1957 

Odria y Amoretti, Manuel A., President of Peru until July 28, 1956 

O’Ryan, Admiral Juan Francisco, Chilean Minister of Defense, January 1955- 
October 1957; thereafter, Minister of the Interior 

Osorio, Lieutenant Colonel Oscar, President of El Salvador until September 14, 
1956 

Otafiez, Aureliano, Venezuelan Minister of Foreign Affairs until February 1956 

Overby, Andrew N., Assistant Secretary of the Treasury until February 28, 1957 


Patterson, Jefferson, Ambassador to Uruguay from May 2, 1956 

Paz Estenssoro, Victor, President of Bolivia until August 6, 1956 

Paz, Hipdélito Jesas, Argentine Ambassador to the United States until October 1956 

Pearson, Norman, Staff Assistant to the Assistant Secretary of State for Inter- 
American Affairs until January 29, 1956; thereafter, First Secretary and Consul, 
Embassy in Uruguay 

Peixoto, Ernai Amaral do, Brazilian Ambassador to the United States from July 1956 

Pérez Jiménez, General Marcos, President of Venezuela 

Perén, Juan Domingo, President of Argentina until September 22, 1955 

Pheiffer, William T., Ambassador to the Dominican Republic until June 2, 1957 

Phieger, Herman, Legal Adviser of the Department of State to April 1957 

Pierre-Louis, Joseph Nemours, Haitian President of the Court of Cassation; 
President of Haiti, December 13, 1956-October 22, 1957 

Ploesser, Walter C., Ambassador to Paraguay from November 6, 1957 

Podest4é Costa, Luis A., Argentine Minister of Foreign Affairs, November 1955- 
January 1957 

Ponce Enriquez, Camilo, President of Ecuador from June 3, 1956 

Prado Ugarteche, Manuel, President of Peru from July 28, 1956 

Prat Echaurren, Jorge, Chilean Minister of Finance until February 1955 

Prebisch, Raal, Argentine Economist; Executive Secretary, United Nations Economic 
Commission on Latin America (ECLA) 

Prochnow, Herbert V., Deputy Under Secretary of State for Economic Affairs, 
November 7, 1955-November 11, 1956 

Puga Vega, Mariano, Chilean Ambassador to the United States from March 1957 


Radford, Admiral Arthur W., USN, Chairman of the Joint Chiefs of Staff until 
August 14, 1957 
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Radius, Walter A., Special Assistant to the Deputy Assistant Secretary of State for 
Economic Affairs until July 15, 1956 

Randall, Clarence B., Special Consultant to the President; Chairman, Council on 
Foreign Economic Policy, from July 10, 1956 

Randall, Harold M., Office of Regional American Affairs, Bureau of Inter-American 
Affairs, Department of State, until August 22, 1955; thereafter, United States 
Representative to the Inter-American Economic and Social Council of the 
Organization of American States, with personal rank of Ambassador 

Ravndal, Christian M., Ambassador to Ecuador from August 29, 1956 

Remé6n Cantera, Colonel Jose Antonio, President of Panama until assassinated on 
January 2, 1955 

Remorino, Jerénimo, Argentine Minister of Foreign Affairs and Worship until 
August 1955 

Richards, Arthur L., Operations Coordinator, Office of the Under Secretary of State, 
from January 16, 1956 

Robinson, Hamlin, Special Assistant to the Director, Office of International 
Financial and Development Affairs, Bureau of Economic Affairs, Department of 
State, until March 16, 1956; Special Assistant, Office of the Deputy Under 
Secretary of State for Economic Affairs, March 18, 1956-spring 1957; thereafter, 
Special Assistant, Office of the Assistant Secretary of State for Economic Affairs 

Rockefeller, Nelson A., Special Assistant to the President until December 31, 1955; 
Vice Chairman (representing the President), Operations Coordinating Board, 
1955-1956 

Roderick, George H., Assistant Secretary of the Army for Financial Management 
until 1955, and again from 1957; Assistant Secretary of the Army for Civil- 
Military Affairs, 1955-1957 

Rodriquez Altamirano, Mario, Chilean Ambassador to the United States, February 
1956-March 1957 

Rojas, Rear Admiral Isaac Francisco, Provisional Vice President of Argentina, 
September 25-November 13, 1955; thereafter, Vice President and member of the 
Junta 

Rojas Pinilla, General Gustavo, President of Colombia until May 10, 1957 

Rompani, Santiago |, Uruguayan Foreign Minister, March 1955-May 1956 

Rosenson, Alexander M., Chief, Monetary Affairs Staff, Department of State, until 
June 3, 1955; Attaché, Embassy in Chile, June 3-July 5, 1955; First Secretary and 
Consul, July 5, 1955-January 1, 1956; Office of Regional American Affairs, 
Department of State, January 1-May 16, 1956; thereafter, Officer in Charge of 
Economic Development, Office of Inter-American Regional Economic Affairs 

Rowell, Edward J., Counselor, Embassy in Bolivia, until July 21, 1955; Officer in 
Charge of Brazilian Affairs, Bureau of Inter-American Affairs, Department of 
State, July 21, 1955-October 21, 1956; thereafter, Officer in Charge of Social 
Affairs, Office of International Economic and Social Affairs 

Rowntree, R. Henry, Chief, Economics Division, Export-Import Bank, from 1956 

Rubottom, Roy R., Jr., Counselor of the Embassy and Deputy Chief of the US. 
Operations Mission (USOM) in Spain until April 24, 1955; Director of the 
USOM in Spain and Embassy Counselor, April 24, 1955-May 16, 1956; Deputy 
Assistant Secretary of State for Inter-American Affairs, May 16-September 14, 
1956; Acting Assistant Secretary, September 14, 1956-June 18, 1957; thereafter, 
Assistant Secretary 

Ruiz Cortines, Adolfo, President of Mexico 


Sainte Marie Sorucco, Osvaldo, Chiluan Minister of Mines, January 1955-May 1956; 
Minister of Foreign Affairs, May 1956-April 1957; Minister of Foreign Affairs 
and Mines, April-October 1957 
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Salazar, Joaquin E., Dominican Ambassador to the United States, February 21, 
1955-May 1957 

Saldias, Admiral Roque A., Peruvian Minister of the Navy and President of the 
Council of Ministers until December 24, 1955; Premier and Minister of Finance 
and Commerce, December 24, 1955-July 2, 1956 

Sanchez Quell, Hipélito, Paraguayan Minister for Foreign Affairs until May 1956 

Sanders, Terry B., Jr., Policy Coordinator, Department of State, until August 14. 
1955; Officer in Charge, Inter-American Security and Military Assistance 
Affairs, Bureau of Inter-American Affairs, August 14, 1955-July 1, 1956; 
thereafter, Deputy Director, Office of South American Affairs 

Sapena Pastor, Radl, Paraguayan Minister of Foreign Affairs from June 1, 1956 

Sauer, Walter C., Executive Vice President of the Export-Import Bank 

Sayre, Robert M., Office of Regional American Affairs, Department of State, until 
June 18, 1956; Acting Officer in Charge, Inter-American Security and Military 
Assistant Affairs, June 18, 1956-July 28, 1957; thereafter, Second Secretary, 
Embassy in Peru 

Scott, Walter K., Director, Executive Secretariat, Department of State, until August 
1, 1955; thereafter, Deputy Director for Management, International Cooperation 
Administration 

Sevilla-Sacasa, Guillermo, Nicaraguan Ambassador to the United States 

Seybold, Brigadier Geneneral John S., Governor of the Panama Canal Zone until 
May 1956 

Shepherd, General Lemuel C., Jr., USMC, Commandant of the Marine Corps until 
retirement, January 1, 1956; Chairman, Inter-American Defense Board from 
March 1956 

Silberstein, Joseph A., Financial Officer, Embassy in Chile, until January 15, 1956; 
Office of South American Affairs, Department of State, January 15-November 4, 
1956; thereafter, Officer in Charge of West Coast Affairs, Office of South 
American Affairs 

Siles Zuazo, Hernan, Vice President of Bolivia until August 6, 1956; thereafter, 
President of Bolivia 

Siracusa, Ernest V., First Secretary and Counselor, Embassy in Argentina, until 
January 15, 1956; Office of South American Affairs, Department of State, 
January 15-30, 1956; Officer in Charge of West Coast Affairs, January 30- 
November 4, 1956, thereafter, Officer in Charge of Brazilian Affairs 

Smathers, George A., Democratic Senator from Florida; member, Senate Finance 
Committee and Senate Interstate and Foreign Commerce Committee 

Smith, Earl E. T., Ambassador to Cuba from July 23, 1957 

Snow, William P., Minister-Counselor, Embassy in Mexico, until June 16, 1957; 
thereafter, Deputy Assistant Secretary of State for Inter-American Affairs 

Somoza Garcia, Anastasio, President of Nicaragua until September 29, 1956 

Southard, Frank A., Jr., Special Assistant to the Secretary of the Treasury and US 
Executive Director, International Monetary Fund 

Sowash, William P., Office of Middle American Affairs, Department of State, until 
September 23, 1955; Officer in Charge, Central American and Panamanian 
Affairs, September 23, 1955-December 16, 1956; thereafter, Second Secretary, 
Embassy in Spain 

Sparks, Edward J., Deputy Assistant Secretary of State for Inter-American Affairs 
until June 14, 1955; Ambassador to Guatemala from July 29, 1955 

Spencer, George O., Special Assistant for Inter-American Military Affairs, Office of 
Regional American Affairs, Department of State, until September 4, 1955, 
thereafter, First Secretary, Embassy in Brazil 

Spragre, Mansfield D., General Counsel, Department of Defense until February 14, 
1957; thereafter, Assistant Secretary of Defense for International Security Affairs 
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Staats, Elmer B., Executive Officer, Operations Coordinating Board 

Stambaugh, Lynn U., Deputy Director, Export-Import Bank, until 1955; First Vice 
President and Vice Chairman, Export-Import Bank, from 1955 

Stassen, Harold E., Director, Foreign Operations Administration, and Chairman, 
Foreign Operations Council, until June 30, 1955; Special Assistant to the 
President from March 19, 1955 

Stewart, C. Allan, First Secretary and Consul (also Counselor from February 23, 
1955), Embassy in Costa Rica until November 4, 1956; thereafter, Deputy 
Director, Office of Middle American Affairs, Bureau of Inter-American Affairs, 
Department of State 

Stroessner, Alfredo, President of Paraguay 

Sylvain, Frank, Provisional President of Haiti, February 7-April 2, 1957 


Tello Baurraud, Manuel J., Mexican Ambassador to the United States 

Tittmann, Harold H., Jr., Ambassador to Peru until March 30, 1955 

Trujillo Molina, Hector B., Generalissimo, President of the Dominican Republic 

Trujillo Molina, Rafael L., Generalissimo, President of the Dominican Republic, 
May 18, 1942-August 16, 1952; Secretary of State for Foreign Relations, March- 
August 1953; Commander in Chief of the Armed Forces, 1958 

Turkel, Harry R., International Economist, Office of Regional American Affairs, 
Department of State, September 28, 1955-January 12, 1956; Acting Director, 
Office of Regional American Affairs, January 12-May 6, 1956; Director, May 6- 
16, 1956; thereafter, Director, Office of Inter-American Regional Economic 
Affairs 

Twining, General Nathan F., USAF, Chief of Staff of the Air Force until July 1, 
1957; Special Assistant to the Secretary of Defense, July 1-August 14, 1957; 
Chairman, Joint Chiefs of Staff from August 15, 1957 


Urrutia Holguin, Francisco, Colombian Ambassador to the United Nations until 
September 1957; Representative to the Security Council, 1957; President of that 
Council, August 1957; Ambassador to the United States, November 10, 1955- 


September 1957 
Urzaa Merino, Eduardo, Chilear Minister of Finance from August 1956 


Vaky, Viron P., Second Secretary and Consul, Embassy in Argentina until 
September 11, 1955; thereafter, Office of South American Affairs, Bureau of 
Inter-American Affairs, Department of State 

Vallarino, Joaquin José, Panamanian Ambassador to the United States, April 1, 
1955-December 1956 

Vallenilla Lanz, Laureano, Venezuelan Minister of Interior 

Velasco Ibarra, José Maria, President of Ecuador until] August 31, 1956 

Vicchi, Adolfo Angel, Argentine Ambassador to the United States, October 1956- 
June 1957 

Villeda Morales, Ramén, Honduran Ambassador to the United States, January- 
September 1957; President of Honduras from December 21, 1957 


Wainhouse, David W., Deputy Assistant Secretary of State for United Nations 
Affairs until September 11, 1955; Attaché, Embassy in France, September 11-30, 
1955; First Secretary and Consul of that Embassy, September 30, 1955-July 20, 
1956; Acting Deputy Assistant Secretary of State for International Organization 
Affairs, July 20-October 7, 1956 

Wardlaw, Andrew B., First Secretary-Consul, Embassy in Paraguay, until March 19, 
1957; thereafter, Officer in Charge, North Coast Affairs, Office of South 
American Affairs, Bureau of Inter-American Affairs, Department of State 
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Warren, Fletcher, Ambassador to Venezuela until March 24, 1956 

Watrous, Livingston D., International Relations Officer, Department of State, from 
May 19, 1955 

Waugh, Samuel C., Assistant Secretary of State for Economic Affairs until August 
25, 1955; Deputy Under Secretary of State for Economic Affairs, August 26- 
October 1, 1955; President and Chairman of the Board of Directors, Export- 
Import Bank, from October 4, 1955 

Weeks, Sinclair, Secretary of Commerce 

Whelan, Thomas E., Ambassador to Nicaragua 

Whitaker, José Maria, Brazilian Minister of Finance, April-October 1955 

White, Francis, Ambassador to Mexico until June 30, 1957 
Department of State 

Wieland, William A., First Secretary-Consul, Embassy in Ecuador, until April 11, 
1955; Counselor of that Embassy, April 11, 1955-February 10, 1957; Special 
Assistant for Public Affairs, Bureau of Inter-American Affairs, Department of 
State, February 10-May 19, 1957; thereafter, Director, Office of Middle 
American Affairs 

Williams, Philip P., Special Assistant on Technical Assistance, Office of Inter- 
American Regional Economic Affairs, Bureau of Inter-American Affairs, 
Department of State, from spring 1956 

Willis, George H., Director, Office of International Finance, Department of the 
Treasury 

Wilson, Charles E., Secretary of Defense until October 8, 1957 

Wilson, Brigadier General James K., Jr., USA, Director, Office of Military 
Assistance Programs, Department of Defense, 1955-1956; Director, Office of 
Programs and Control, Department of Defense, 1956-1957 

Wisner, Frank G., Deputy Director for Plans, Central Intelligence Agency 


Yadarola, Mauricio Luis, Argentine Ambassador to the United States from August 
1957 

Ydigoras Fuentes, General Miguel, Presidential candidate in Guatemalan election of 
October 20, 1957; President of Guatemala, 1959-1962 


Zéphirin, Mauclair, Haitian Foreign Minister, 1955; Ambassador to the United 
States, 1956-1957 

Zuleta Angel, Eduardo, Colombian Ambassador to the United States until October 
1955 
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COSTA RICA 


POLITICAL, ECONOMIC, AND MILITARY RELATIONS OF THE UNITED 
STATES AND COSTA RICA’ 


1. Editorial Note 


Vice President Richard M. Nixon visited Costa Rica February 
21-23, 1955, as part of a tour of Central America and the Caribbean. 
On February 21, in a speech at a luncheon attended by Nixon, 
President José Figueres Ferrer expressed appreciation for the activities 
of the United Fruit Company in Costa Rica. A copy of Figueres’ 
speech was forwarded to the Department of State under cover of a 
letter from Ambassador Woodward, dated March 8, in which he 
explained the background of the speech. Describing a discussion 
between Figueres and himself, Woodward wrote the following: 


“President Figueres said that he had been wanting to make 
some statement in favor of the Company in the a [United 
States Department of Justice] anti-trust suit and he went on to 
mention his view that the e size of the Company was a great 
asset in stabilizing prices for bananas. When the Chairman of the 
Businessmen’s Committee and I invited President Figueres to make 
some remarks at the luncheon, I reminded him of this comment he 
had made several weeks before and commented that the very 
representative group of 200 leading Costa Rican and American 
businessmen — afford ideal audience for any reassuring state- 
ments that he felt he could make of interest to businessmen or 

tential foreign investors.” (Department of State, Costa Rica Desk 

iles: Lot 57 D 15, United Fruit Co., 1955) Additional documentation 

concerning Nixon’s visit to Costa Rica is ibid, Central File 
033.1100-NI. 





‘Continued from Foreign Relations, 1952-1954, vol. tv, pp. 818 ff. 
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2. Despatch From the Ambassador in Costa Rica 
(Woodward) to the Department of State’ 


No. 607 San Jose, April 26, 1955. 


SUBJECT 


Study on Possibilities and Requirements for U.S. Assistance to Costa Rica 
in Dealing with Communist Subversion 


L State of Development of Threat of Subversion 


Communism does not pose a present threat to the stability of 
the Costa Rican government due to the general opprobrium with 
which it is regarded by the people; the small number of party 
militants; lack of funds to operate; and the fact that the Constitution 
outlaws the Communist Party. 

However, communism presents a potential danger because of its 
concentration on the laboring class and because there is an ever- 
present hard core of militants. Labor leaders are being sent to the 
Soviet Union and satellite countries for training. . . . some commu- 
nists intend to organize guerrilla warfare in case of a general war. 

. . . has recently supplied the following strength data for the 
“front” organization, Partido Vanguardia Popular and its satellite 
wey 


“¢ Militants—200 
) Sympathizers—10,000 


2. Natioral Committee of Partisans of Peace—8 members 
3. General Confederation of Costa Rican Workers 


a) Claimed—4,829 
) Probable—approximately 2,000 


4. Alliance of Costa Rican Women—claimed 506 


Despite the relative modesty of the membership figures listed 
above, three members of the Confederation of Workers took labor 
training courses in Hungary in 1954, and two members of the PVP 
Political Commission made trips to Moscow. Two additional labor 
leaders recently departed for the labor school, and the PVP’s Presi- 
dent, Manuel Mora Valverde, is now believed to be in Moscow. 

Reliable . . . sources reveal that PVP and its affiliated organiza- 
tions are extremely short of funds and have been consistently 





*Source: Department of State, Central Files, 718.5/4-2655. Top Secret; Limit 
Distribution. 
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reduced to disposing of assets left to the Party from its prosperous 
days during the Calderon Guardia and Picado governments.” 


I. Adequacy of Indigenous Countermeasures 


(a) Recognition of Threat and Will-to-Act on the Part of the Local 
Government 


While the government of José Figueres Ferrer is controversial, 
the bulk of its followers are believed to be genuinely anti-commu- 
nist. Figueres consistently preaches against communism and points to 
his 1948 revolution which dislodged the commies from their power- 
ful position in President Picado’s government. This anti-communist 
line is favored by most of the population, which suffered under 
communist rule for a short time before the 1948 revolt. 

Figueres professes to be very pro-United States and his govern- 
ment generally supports us in the United Nations, OAS and other 
international bodies. 

Figueres made himself suspect when he continued to support 
the Arbenz’ regime in Guatemala long after it was dominated by 
communists. It took considerable pressure to induce Figueres to turn 
against Arbenz and support the U.S. move to hold the Rio de Janeiro 
conference of Foreign Ministers to discuss the Guatemalan situation. 
Figueres supported the U.S. when we had trouble finding countries 
which would sponsor the proposed meeting, but this also was at a 
time when he was deep in difficulties with Nicaragua and desperate- 
ly needed U.S. arms to bolster his defenses. There is little evidence 
Figueres thinks much of Castillo Armas‘ and the feeling is recipro- 
cated, although the relations between the governments seem to have 
improved lately as evidenced by a desire to sign a trade agreement. 

On the other hand, Costa Rica’s conduct in the case of two 
notorious Guatemalans whose extradition was sought by the Castillo 
Armas government merits mention. Anibal Mejia Morales, chauffeur 
for Col. Francisco Arana, assassinated in 1949 at Arbenz’ orders, was 
permitted to enter Costa Rica from El Salvador under an assumed 
name. Costa Rican officials claimed to be unable to locate this 
individual, who was later aided in obtaining a Salvadoran passport 
by Col. Marcial Aguiluz, one of Figueres’ closest advisers. By means 
of this passport he left the country under an assumed name. 

The other case is that of Major Alfonso Martinez, head of the 
Arbenz agrarian reform program and the man who is generally 











* Rafael Angel Calderén Guardia, President of Costa Rica from 1940 to 1944. 
Teodoro Picado, President of Costa Rica May 1944—May 1948. 

> Jacobo Arbenz Guzman, President of Guatemala March 1951-June 1954. 

* Carlos Castillo Armas, President of a military junta which governed Guatemala 
after July 1954; he was President of Guatemala September 1954—July 1957. 
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believed to have arranged for delivery of the shipload of arms from 
behind the Iron Curtain to Guatemala. Martinez arrived incognito 
from San Salvador, where the Guatemalan government permitted 
him to go on safe conduct, when it was learned Guatemala planned 
to seek his extradition from there. He was met by Bernardo Montes 
de Oca, a Foreign Office official, and was registered by him in a San 
José hotel under an assumed name. When Guatemala filed notice 
that it planned to begin extradition proceedings in Costa Rica against 
Martinez (as well as Mejia), Martinez took asylum in the Ecuadoran 
Legation. He was finally permitted to depart for Quito under a very 
elastic interpretation of international agreements on asylum. 

Recently, local newspapers stated that Col. Francisco Cosenza 
Galvez, implicated in the January, 1955, plot against the Castillo 
Armas regime, was given “temporary permission” to remain in Costa 
Rica. 

On the other side of the coin, there is evidence Castillo Armas 
provided aid to the revolutionaries who attempted to overthrow 
Figueres last January. 

Renato Delcore, new Costa Rican Ambassador to Guatemala, 
issued an encouraging statement before his departure on April 25 for 
Guatemala. “I leave with the best intentions of bettering the good 
relations which exist between the peoples and governments of 
Guatemala and Costa Rica,” he said, adding that he was instructed 
to conclude the trade agreement and cooperate in preparations for 
the Odeca meeting in Guatemala, which: is scheduled for July. 

Since coming into power in November, 1953, the government 
has not taken any serious steps to combat communism, perhaps 
because the commies have presented no grave problem. The Com- 
munist Party is outlawed by the Costa Rican Constitution but 
President Figueres may feel that to harass the commies now would 
drive them deeper underground, whereas at present they have their 
heads just under the surface, where their general movements can be 
observed. 

A bill to outlaw communists from holding posts in the labor 
unions was introduced in 1954 by the Figuerista President of the 
National Assembly, Gonzalo Facio, but it has not come up as yet for 
debate. 

In summary it can be said that the government appears to have 
some recognition of the communist threat, but has made no move to 
stamp out the movement completely. 

In event the communist-dominated unions in the Pacific banana 
zone ever threaten a general strike, we will be able to judge better 
what is the Figueres regime’s will-to-act against the commies. It is in 
this zone that the communists have their greatest strength and where 
they are concentrating their Budapest-trained labor leaders. 
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(b) Capabilities of Indigenous Forces 
(1) For Police-Type, Preventive Activities, including: 
(a) The Detection of Communist Agents, Fellow-Travelers, 








Front ions and Other Components of the Communist Ap- 
paratus: 

The Costa Rican ' the Ministry of Public 

Security, has extremely limited and forces for com- 


inadequate 
communist activities. The Office of Investigation Coor- 
dination (Oficina de Coordinacién de Investigaciones, the G-2 
en © ee See eee eee 


fairly 














tion of judicial measures against communists. It is doubted however 


that they would support the application of force against the commu- 
nists unless previously conditioned. In every case, steps would have 
to be taken to insure that the rights of the ordinary citizens are 


suggested in Embassy's Despatch 562 of April 12, 1955,° and which 
will be described below. 


I. Analysis of Local LS. Programs of Assistance Which Support, or Could be 
Adjusted to Support, Indigenous Countermeasures Outlined in Il, Above. 


a. FOA 
1. None at present, except in the sense that the entire FOA 





* Not printed. (Department of State, Central Piles, 718.5/4—1255) 
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program is designed to improve Costa Rican living standards and 
undermine residual susceptibility to alien ideologies. 


2. Experts could be brought in under FOA auspices to train local 
intelligence-type agencies. Members of these organizations could be 
sent to the United States for training. 

b. LLS. Military Mission 


1. Presently charged with the training of the Guardia Civil. 

2. Training of a MDAP unit following signing of a Military 
Assistance Agreement with Costa Rica. The Embassy in its Despatch 
562 had advanced the idea of a reinforced engineering battalion, 
utilizing partly present Guardia Civil personnel and about 400 addi- 
tional personnel. This would be a highly mobile unit using few 
weapons not now in possession of the government. It would be 
available for valuable peacetime duties, such as building roads, 
bridges, airports, irrigation projects, and at the same time for pro- 
tecting the country from invasion; guarding important defense in- 
stallations; protecting and maintaining the Inter-American Highway, 
and as the nucleus of a force to maintain internal peace in time of 
war. 

This program would presumably require the addition of person- 
nel to the Mission and an increase in the number of Costa Rican 
military personnel sent to the U.S. Army Caribbean Command 
School at Fort Gulick, Canal Zone, and other armed forces installa- 
tions. 


c. USIA 


1. Is presently doing an excellent job of presenting anti-commu- 
nist material to the Costa Rican public. 


2. Im event it were necessary to mobilize Costa Rican public 
opinion against communism, the USIA program should be increased. 
However, the general lack of sympathy for communism in Costa 
Rica is such that an expanded program is not necessary at this time. 








e. Embassy 


1. Coordinates all phases of anti-communist activity through the 
Ambassador, including exchange of information with the Costa 
Rican government under Resolution 93 of the Caracas Conference. 

2. Through its daily contacts with government officials and 
Costa Ricans in general, the Embassy could discreetly urge a revision 
of the Constitution to restrict communist travel, increase penalties 
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against subversive activity as well as enactment of the legislation in 
V. Recommendations 


Communist subversion of the Costa Rican government is not 
likely at this time. The government attitude toward the communist 
menace is reasonably firm and there is no indication at this time that 
there is any connection between the government and the commu- 
nists. The public in general is anti-communist but not militantly so. 
In event of a communist attempt to take over in Costa Rica, or even 
to participate openly in politics, a strong and effective counter- 
movement could be encouraged by a stepped up publicity cam- 


For the time being, the following recommendations are made: 


b. The government should be urged to maintain closer surveil- 
lance over communists and gyo BB, Ae This 
would be made more possible by implementing Recommendation(a). 

c. The government should be influenced to amend the Constitu- 
tion to limit the travel of communists, increase penalties for subver- 
sive activities and enact proposed legislation eliminating communists 
from union leadership. 


seupatn cui be endaitdhen tn Ge Stele, Gatien an on the 
necessity of increased security measures. The recent cooperation of 


the Em and the Ministry of Affairs regarding the 
commie-su Sixth Congress of T: in Montevideo is an 
example the current a (see Embassy’s Despatch 552 of 


April 1, 1955 and Despatch 570 of April 15, 1955°). 
o. Ihvented desten of a balbor Assistance Agreement with 


osta Rica and Nicaragua, Venezuela and other -man - 
ments is eased somewhat further and the subject y ex- 
plored with other American Embassies in affected countries. 


An engineering unit seems the most practical as it would require 
little armament not now in the hands of the Costa Rican govern- 
ment. Putting these weapons in the hands of a unit pledged solely 
for hemispheric defense or against invasion should calm the internal 
opponents of the regime, as well as neighbors. An engineering unit, 
available for quick repairs of the Inter-American Highway in event 
of bombing or sabotage due to large scale world hostilities should be 
welcomed by Central American countries as long as President Fi- 





* Not printed. (/id., 718.5/4-1555) 
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the present.” (/bid., 718.5/12-2055) 
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Chile accused ORIT of being too soft. 

The reason I am writing to you is that it seems to me that such 
a good foundation has now been laid by the Company that, by the 
concerted exertion of the ingenuity that must be possessed by the 
splendid brains in the Company, the Company could at compara- 
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expenses and decrease revenues, and the 
coffee crop. Those on the tour therefore witnessed the remarkable 
spectacle of Figueres asserting to several large groups of workers that 
they have am important stake in the stability of the Company's 
operations, because the Government is a “partner” of the Company 
to the extent of 30% of the profits, and because this tax yield is the 
source of eventual social and economic benefits to the workers 
(provided the Government can get around to distributing a signifi- 
cant amount of this yield in the banana zone!). Figueres asserted 
that, while the workers are “free agents,” he believed the workers 
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* This is about SO% of all income fare received by the Costa Rican Government 


[Footnote in the source text.} 
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Summing up the gains to date, in simplest terms, the direct 
operations of the Company in operating banana plantations in Costa 
Rica have at long last become evaluated by the Costa Rican Govern- 
ment for near their true importance to the Costa Rican economy, 
both as a method of cushioning the economic shock of natural 
disasters (which can be expected with altogether too great frequen- 
cy) and as insuring the Government a handsome tax revenue which 
it would never be able to collect from individual domestic growers 
who might produce the same bananas with Company technical 
advice, spraying, irrigation, etc. (in fact, these individual domestic 
growers would be mostly in lower tax rate brackets anyhow). 

(You may recall the paper on the subject of a tax study that I 
sent you months ago.” In the light of the great importance the Costa 
Rican Government is attributing to the present tax revenues, if they 
should ever get any higher proportion of the taxes one can conjure 
up a very curious imaginative picture of the way the Costa Ricans 
might in the future struggle to keep the Company in direct planta- 
tion operations even though the Company might wish to transfer 
many of the present risks to domestic growers under cooperative 
schemes of the kind it now uses in part! For this reason, I would 
think that it would be of value to the Company to get the Govern- 
ment even more deeply involved in the “partnership” in this way, 
and I am somewhat baffled by the Company’s lack of interest in this 
idea.) 

However, to get back to the main point of this letter, the 
foundation is now sufficiently soundly established, so I believe the 
Company can with relatively little expense (1) get its relationship 
with labor on a more secure and sound basis in Costa Rica and (2) 
begin to win the reputation of being “out in front” in constructive 
labor and international relations (a) by a few relatively simple and 
superficial human-interest frills for the workers that may have a 
large psychological effect and (b) by frankly taking advantage of 
some of the Figueres’ pet ideas on this subject in order to bring him 
to the point where he will become a Hemisphere-wide public 
relations agent for the Company. 

With respect to labor relations, only a few weeks ago we were 
deeply concerned about the possibility of an impasse in the labor 
negotiations at Laurel which might have resulted in the abandon- 
ment by the Chiriqui Land Company of those eleven farms and, 
worse, might have resulted in the extension of the strike to the 
operations of the Compafiia Bananera divisions. Fortunately, a settle- 
ment was reached, with a substantial number of small concessions 
made to the 1600 workers. We thought that the communist leader- 





* Not found in Department of State files. 
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ship would loudly take credit for the concessions obtained; instead, 
they loudly advertised the settlement as a defeat, and the communist 
party removed the communist labor leader, Marchena,° from leader- 
ship of the FOBA labor confederation in the banana zone for an 

Even assuming that the removal of Marchena from the leader- 
ship of the FOBA federation may be only temporary, this constitutes 
a very unexpected opportunity for the Company, the Costa Rican 
Government, and the non-communist labor organization to try to 
wean away Marchena’s followers. We have discussed with all of the 
interested parties, at various times, possible methods of taking 
advantage of this opportunity. The Company—at least, its officials 
in Costa Rica both in the producing zone and in San José—now 
appears definitely desirous of having a responsible non-communist 
labor organization with which it can deal in the future. We have 
been urging Monge, the Costa Rican who seems to be taking the 
most active detailed interest in the problem, to find some really 
competent leadership that can compete with the FOBA leadership. 
Although the man that Monge and the Rerum Novarum organiza- 
tion’ now have in mind does not appear to be conspicuously able, he 
might be able to make some progress if he receives some subtle help 
from the Company. He is a Senor Alvaro Rojas Rojas, who is a 
former employee of the Compafiia Bananera (and not remembered as 
a particularly outstanding one) and who is now in charge of the 
Materials and Supply Department of the Pacific Railway and a 
member of the Rerum Novarum union of Public Works employees. 
Alex Cohen and I think that the Rerum Novarum organization 
should be able to find a more competent leader or leaders among the 
workers in the Golfito Division, and I heard and saw a couple of 
workers who made speeches during the rallies, in the course of the 
recent visit of President Figueres to the banana zone, who I believe 
might be better candidates than Rojas. This is a matter on which I 
would assume the Company would wish to apply itself urgently and 
seriously with Monge and Rerum Novarum if they really wish to 
take advantage of the present unique opportunity. 

As a stop-gap arrangement, pending the possible eventual devel- 
opment of an acceptable non-communist labor organization in the 
banana zone that can really compete with FOBA and eventually put 
it out of the running, the Government is sending additional labor 
inspectors into the area. The purpose is to try to make certain that 
the workers who do not follow the communist leadership of FOBA 








* Isaias Marchena Moraga, Secretary-General of the Costa Rican Banana Workers’ 
Federation (FOBA). 
” The Rerum Novarum was a confederation of Costa Rican labor unions. 
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will receive at least as much attention to their complaints and 
grievances as the FOBA workers do. To make this arrangement more 
effective—if this is to be a relatively permanent procedure rather 
than to try seriously and energetically to develop a strong non- 
communist union—I have suggested to President Figueres, the Labor 
Minister, Monge, Walter Hamer, and Mr. Bump, in various conver- 
sations, that any labor leader who is not a worker be required to 
bring any grievance or complaint to the labor inspectors rather than 
directly to the Company. (The communist labor leaders are not 
workers.) The Company naturally wishes to preserve the practice of 
encouraging workers to bring complaints directly to their supervisors 
so that grievances can be settled by the simplest possible procedure. 
No change in this practice would need to be made under a strict le 
that labor leaders who are nof workers must present their grievances 
to the labor inspectors, and this procedure would enable the labor 
inspectors to make certain that the communist leaders do not get 
preferential attention to their complaints by virtue of more efficient 
and persuasive presentation. Conversely, the labor inspectors could 
actually assist the less competent non-communist complainants. 

Even if a strict rule of this kind were not to be applied by the 
Government and the Company, I would think that the same funda- 
mental idea could be put into practice—probably even more effec- 
tively—by the Company itself, if it decided unqualifiedly to do so. 
Heretofore, there has been a natural tendency on the part of the 
Company officials to give more attention to complaints presented by 
labor leaders who make efficient and systematic presentations and in 
a manner which creates a minimum of friction. Marchena has been 
very skillful in making his presentations in this way, and the only 
non-communist leader of any consequence in the banana zone, Juan 
Rafael Solis B., leader of the “independent” Fetraba union (who was 
receiving Costa Rican Government support up until July), happens to 
be an inefficient and unreliable person with an irritating personality. 
Fortunately, Solis is also being relieved of his position of leadership. 
Even though his substitute, or the leader of some new labor organi- 
zation that may be started by Rerum Novarum in the banana zone, 
may not turn out to be an outstanding leader, it seems to me that 
the Company would find it advantageous to do everything possible 
to help this new leadership become an outstanding success in 
competition with the FOBA leadership. Even if the Company had to 
zmploy some additional personnel to exert special zeal in attending 
to the complaints and grievances which may be presented from now 
on through any non-communist labor organization in the banana 
zone, I would think that the Company would find it advantageous 
to go this extent to set up effective competition to FOBA. 
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In fact, going even further, I believe that it might be a very 
good idea for the Company actually to work out carefully coordinat- 
ed arrangements with the new non-communist labor leadership by 
which these leaders could gather support rapidly through being able 
to show concrete improvements they have been able to gain from 
the Company from time to time. The officers of the Company 
frequently, of course, have ideas of their own concerning new 
improvements and these improvements are often put into effect on 
the Company’s initiative. Even at the cost of some loss of direct 
credit to the Company for taking such initiative, any new improve- 
ments could be carried out ostensibly as concessions to the non- 
communist labor leaders in order to make their leadership more 
attractive to the workers. For example, during the recent visit of 
President Figueres to the banana zone, he personally observed some 
seriously over-crowded conditions of a kind that the Company will 
undoubtedly plan to correct in the near future. The construction of 
additional quarters at certain farms, which may be necessary any- 
how, could be carried out as a concession to the non-communist 
labor leadership. If additional quarters are constructed at certain 
other farms, it would be possible to give further credit to these non- 
communist leaders, and, at the same time, to make a great hit with 
President Figueres, if some single-family houses were built of a kind 
that Walter Hamer says are now being built in Guatemala. President 
Figueres happens to be very much taken with this idea. Of course, 
Figueres also likes to have the Government get credit for persuading 
the Company to make improvements, but he would, I believe, be 
willing to cooperate in using the “credit” for improvements for the 
purpose of building up the non-communist labor organization. 

Another pet idea of President Figueres from which the Compa- 
ny could get a substantial amount of good-will very economically, is 
the simple idea of encouraging the workers to install flower pots 
around their somewhat barren-appearing dwellings. Incidentally, the 
President mentioned this so many times in the course of his tour 
through the banana zone that the Company could probably get a 
very disproportionate amount of good-will by even consulting him 
personally concerning various styles and methods of encouraging 
individual initiative in “flower-potting’”. The Fruit Company might 
be inclined to do this on a modern, streamlined basis but they could 
no doubt win more good will by consulting Figueres and using the 
styles associated with Figueres’ own small-town memories. 

Anyone who is aware of the great expense to the United Fruit 
Company from a natural disaster such as the recent floods in the 
banana zone would be very hesitant to urge the Company to engage 
in any large new expenditures at this time to improve the living 
standards of the employees. Moreover, anyone who has traveled 
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about the banana zone cannot help but be impressed with the fact 
that the Company’s workers undoubtedly live in circumstances that 
are a substantial improvement over the living conditions they would 
otherwise have. (President Figueres, in fact, pointed this out to the 
largest meeting of workers he addressed on his recent visit to the 
banana zone in the Coto Section of the Golfito Division. He pointed 
out that virtually no one was living in the Pacific banana zone 20 
years ago, and he posed the rhetorical question: Why did these 
people leave their former homes in Guanacaste, Nicaragua, Panama, 
and the Meseta Central? He then answered the question by saying 
that they had left their former homes because conditions were worse 
in the places from which they came! Moreover, wages are so 
comparatively high in the banana zone that, for the first time, the 
Company has a surplus of candidates for employment.) In these 
circumstances it would now be logical to suggest additional expendi- 
tures for the improvement of living conditions of the workers only 
in modest amount (a) which could reasonably be expected to fore- 
stall future Company losses through work stoppages or slow-downs, 
(b) which might be worthwhile, conversely, as probably stimulants 
to greater productivity, (c) which could be carefully calculated to be 
worth the additional expenditure for purposes of improving even 
further the relationship between the Company and the Government, 
and (d) which, in the particular instance of the Costa Rican Govern- 
ment, would take advantage of the present very important trend of 
President Figueres to become the best advertising agency that the 
United Fruit Company could find in Latin America. These gains, if 
they can be attained economically, should be worth quite a lot to 
the Company and to the United States as a whole. 

Specifically, I believe that the Company would be taking advan- 
tage of an extraordinarily valuable opportunity if Walter Hamer 
were to be authorized to go over the plans of new houses with 
President Figueres, deliberately planning to adopt a few of President 
Figueres’ suggestions concerning small changes in design, as well as 
discussing with President Figueres such ideas as some system by 
which the occupants of Company houses can have some voice in the 
selection of a variety of attractive new colors of paint for the houses 
they occupy, the styles of flower pots, as mentioned in a preceding 
paragraph, and such other matters as the selection of some new 
varieties of wood-stoves (an item purchased individually by work- 
ers) and devices for piping the smoke out of kitchens, etc. The 
Company might even be able to devise some workable ideas for 
“employee participation” in the beautification and improvement of 
their houses—even to the point of substantial savings in labor costs 
for such functions as painting, etc. 
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Please excuse the length of this letter but I hope you will find it 
useful. 

With best wishes, 

Sincerely, 





4. Editorial Note 


In a memorandum to Under Secretary of State Hoover, August 
9, 1956, Rubottom, Acting Assistant Secretary 
American Affairs, summarized a report on C 
the Operations Coordinating Board (infra) for the National Security 
Council pursuant to NSC Action No. 1290-d, dated December 
1954. Rubottom concluded his memorandum with the recommenda 
tion that the Under Secretary move approval by the OCB 
paper on the internal security situation in Costa Rica. 
of State, OCB Files: Lot 62 D 430, Latin America, 
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Paper Prepared by the Operations Coordinating Board’ 


Washington, August 15, 1956. 


ANALYSIS OF INTERNAL SECURITY SITUATION IN COSTA 


RICA AND RECOMMENDED ACTION 


1. Nature of the Security Threat 


1. The Costa Rican Communist Party (Partido Vanguardia Popu- 
lar—PVP), does not now constitute a threat to the stability of the 


Government of President Jose Figueres. 


2. The PVP has an estimated dues-paying membership of less 
than 300, half of whom live in San Jose. There are about 2,000 active 


(estimates of “sympathizers” run as high as 10,000), of 


the majority live in the banana zone on the Pacific coast 


capital. Here the degree of their “sympathy” varies 
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Popularly discredited because of its activities in 1948 and before, it 
now has no known significant representation or allies in the govern- 
ment including its security forces, and has but a small and indirect 
influence in national affairs. 

4. Organized laber support of the Calderon and Picado regimes 
within Costa Rica was closely identified with the communists. 








1955, when most Costa Ricans rallied behind the government. 

5. The current PVP program reflects careful study of the inter- 
national communist line, and specifically, of the Brazilian Commu- 
nist Party program. It calls for the development of a “National 
Democratic Front” based on the class alliance of the workers, the 
peasants, the petty bourgeoisie, and the intellectuals, and is designed 
to exploit their respective nationalistic, anti-imperialist potentialities. 
The replacement of the Figueres Government is called for as a 
product of the “politico-electoral action of all the forces of opposi- 
being rejected unless the Government “violates free- 


the parties of opposition to the Figueres regime into a 
political alliance. Although a legal PVP is regarded as the essential 
“backbone” of a National Democratic Front, certain top party leaders 
are currently minimizing the campaign for legalization out of fear of 
provoking repressive action, and advocate the formation of local 
“democratic fronts” in which the communists, for the present, would 
play a participant role, but not necessarily a controlling role. 

7. To such an anti-Figueres alliance, the PVP would be able to 
contribute the organizational ability of its trained leaders, the sup- 
port of its labor following, and the element of proletarian represen- 
tation required to characterize a government as “democratic”. It is 
unlikely that the other anti-Figueres parties will enter into such an 
alliance with the PVP. However, political opportunism may keep 
them from actively opposing communist infiltration into their anti- 
Figueres campaigning, but even this degree of infiltration would not 
provide the communists either in an opposition or a resulting 
government with an effective voice in Costa Rican affairs. 

8. The PVP has extensive, continuing international contacts. 
Trade union information is supplied regularly to the World Federa- 
tion of Trade Unions through the Confederation of Latin American 
Workers (Confederacion de Trabajadores de la America Latina— 
CTAL), and relations with communists in Mexico are mairftdined 
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in Mexico. Soviet and other communist literature is regularly sent to 
Costa Rica from abroad. The PVP ieaders themselves are able and 
experienced, some having been associated with organizational and 
doctrinal work in other countries and with the CTAL. 

9. The PVP’s President, Manuel Mora Valverde, was party 
delegate to the XX Congress of the Communist Party of the Soviet 
Union. A Costa Rican communist women’s leader, Adela Ferreto de 
Saenz, has recently been selected to head the Latin American section 
of the Women’s International Democratic Federation in East Berlin. 
Five members of the Party’s National Political Commission visited 
Moscow for periods of up to three months between 1952 and 1955. 
During 1954 and 1955, 14 members traveled to congresses or at- 
tended schools behind the Iron Curtain. Over 30 trips to communist- 
front conferences in Europe and China have been made by Costa 
Rican communists and pro-communists since 1949. Much of this 
travel has been financed by international communist or communist- 
front funds. 

10. The training and indoctrination received by PVP leaders 
abroad is being used in an effort to strengthen party organization 
and discipline in Costa Rica. A campaign to recruit by the end of 
1955, 225 new militant members, who would receive a preparatory 
course in principles of communist party organization, was initiated 
in mid-year. Recruiting committees were named for the various 
provinces. This campaign was not successful. A new campaign has 
been started but results thus far have been negligible. 

11. The PVP has two regular publications: Adelante, an eight- 
page tabloid, a legal organ calling itself “an independent weekly”, 
sold to PVP militants and to anyone else who wishes to buy it; and 
Correo Semanal, a four-page leaflet-size clandestine publication, for use 
and distribution by PVP militants. Adelante costs the Party approxi- 
mately $30 per week for 3,000 copies, and Correo Semanal approxi- 
mately $6.00 per week for 1,000 copies. Their sale is intended to 
cover the cost of publishing, but payments are usually in arrears, 
and the deficit is taken from party funds. These funds are obtained 
from the monthly dues of militants, voluntary contributions by 
sympathizers, and the earnings of small clandestine party invest- 
ments. 

12. Labor is the PVP’s chief operational target. The communist- 
controlled but legal General Confederation of Costa Rican Workers 
(Confederacion General de Trabajadores Costarricenses—CGTC), is 
affiliated with the Confederation of Latin Arerican Workers and the 
World Federation of Trade Unions (WFTV). It nominally controls 21 
of the country’s 70 registered unions or about 2,000 or approximate- 
ly 25% of organized workers, but control is probably effective over 
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only a small percentage of the nominal membership. The commu- 
nists are most effective in the banana zone, where the communist- 





against the United Fruit Co. in September 1955. The PVP was able 
to collect only $271 nationwide in support of the strike, and the 
FOBA’s secretary-general, Isaias Marchena Moraga, was expelled 
from the Federation and the party for his alleged cowardice in 
settling the strike. The communists have less fertile soil in which to 
sow discontent now that the United Fruit Co. and the gov 
have reached an agreement increasing to ich Ge tn Ge lee 
pays on its earnings. This tax constitutes approximately 8% 


of 
government revenues. The CGTC is also being challenged by the 
larger anti-communist labor group, the Costa Rican Confederation of 


Workers (Confederacion Costarricense de Trabajadores—Rerum No- 
varum—CCT) whose leadership in the past has been relatively 
ineffective. In July 1955 a bill to make it illegal for communists to 
hold office in labor unions was sidetracked in a committee of the 
Assembly. 

13. The PVP is well organized; it meets regularly in the homes 
of members, but its internal financial resources are minimal. Foreign 
travel, however, is financed from communist funds from abroad. 
II. Existing Internal Security Forces and National Military Forces 

A. Primary Internal Security Forces 

14. In the Ministry of Public Security the staff offices engaged 
in combatting Communist subversion are The Office of Investigation 
Coordination (Oficina de Coordinacion de Investigaciones, the G-2 
Section of the Ministry), and the Directorate General of Detectives 
(Direccion General de Detectives). These offices are headed by fairly 
capable and enthusiastic directors who have natural ability as inves- 
tigators but lack training. They have only a handful of subordinates, 
their sources of information are casual, they have not penetrated the 
Communist apparatus, they have no adequate filing system and their 
funds are limited. 

15. Under the Minister of Public Security public order is the 
responsibility of the Civil Guard (Guardia Civil), assisted by the 
Directorate General of Detectives and the Directorate General of 
Traffic Police. A small Revenue Guard (Resguardo Fiscal) handles 
customs responsibilities and is equipped to supplement the Civil 
Guard in case of emergency. 

16. The Civil Guard strength is approximately 1,400. Personnel 
in San Jose, the capital, approximately 900, are in 3 companies. 
Remaining officers and men are distributed to six command head- 
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quarters in outlying provinces, each headquarters having slightly less 
than 100 men. Crime incidence in Costa Rica is very low, and thus 
there is no need to maintain more than skeletal police forces. 

17. In early 1954, a Reserve of Volunteers was organized. At one 
time an estimated 1900 men were actively participating in a Reserve 
Training Program formed into 9 battalions and 28 skeletal compa- 
nies. Lack of funds and equipment has lessened participation to the 
extent that the Reserve is currently ineffective as a ready force. 
Plans to rejuvenate the Reserve await budgetary consideration by the 


legislature. 





Guardsmen are fairly well trained in the use of firearms, those in 
San Jose being somewhat better trained than those in 
The U.S. Mission also supervises operation of the Civil Guard 


officer instruction and recruits are trained in their parent units. 
Information indicates that the school will open when funds are again 
available. Costa Rica takes advantage of opportunities to send indi- 
viduals to military schools in Latin American and some European 
countries. 

19. Ordnance matériel is miscellaneous and obsolescent except 
for small arms purchased from the U.S. in mid-1954. In this ship- 
ment, Costa Rica received 3,500 M-1 rifles, 500 Thompson SMGs, 
and a few machine guns, rocket launchers and mortars, plus ammu- 
nition for all weapons. Supplies of small arms are more than 
adequate to equip the present force and are stored at armories in San 
Jose, and in Civil Guard headquarters in the provinces. 


20. Although primarily a police force, the Civil Guard is capable 
of coping with riots and internal insurrection with the aid of the 


Revenue Guard and personnel from the Reserve of Volunteers. 

21. Weaknesses lie in the detection and investigation of commu- 
nist activity (which are beyond present capabilities), in the absence 
of legal authority to move against communists (except in the context 
of civil disturbances) and in the fact that the bulk of the people do 
not see communism as a menace and are unsympathetic to the use 
of force by the authorities. 


B. Military Forces 


22. Costa Rica has no Army or Navy. An Air Force was recently 
established and consists at present of 13 pilots and 4 aircraft. All 
pilots are employed by Costa Rica’s national airline and are automat- 
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ically in the Air Force Reserve. Aircraft include 3 F-51 propellor- 
driven fighters and 1 light liaison craft. The air facility system is 
sufficient to meet local needs and includes one airfield, El Coco near 
San Jose, capable of handling heavy bombers and jet fighters. 








invasion. In December 1955 an Amnesty Law was passed which 
should encourage exiles to return legally. Furthermore, landings on 
the Atlantic coast would place attackers in an unfavorable strategic 
position and the Air Force can now put three F-—51’s into the air. On 
balance, therefore, it appears probable that the Calderonistas will 


Figueristas by legal means. 
25. The Costa Rican Communist Party is small and its finances 


are chronically in bad shape; it has no known representation or allies 
of significance in the government or security forces, has not suc- 


create limited disturbance in the banana zone, but is incapable of 
overthrowing the government. 

26. The government is opposed to communism in principle but 
neither it nor the public is militantly anti-communist. This current 
climate of opinion operates against the fullest enforcement of exist- 
ing legislation against communists. Only if communist subversive 
activity should markedly increase would the government and people 
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be sufficiently aroused to the threat of international communism to 
take effective measures to control it. 

27. The security services, because of inadequate staff, funds and 
training, lack the capabilities for the detection and investigation of 
communist activity. They can, therefore, contribute little to the 
surveillance and control of the international communist movement. 
Although they are now capable of coping with any present commu- 
nist threat tc the internal security of Costa Rica itself, a major 
resurgence of communist activities could not be handled by the 


existing organization. 
IV. Inventory of Existing US. Assistance Programs Bearing on Internal Security 


28. Because of the country’s proximity to the Panama Canal and 
to the United States, it is essential that economic and political 
stability be maintained. This is particularly important in view of the 
fact that Costa Rica’s relationship with her neighbors and some 
other Latin American countries has recently been strained and diffi- 
cult. The Mutual Security Program is intended to help maintain the 
desired stability. As a part of a general program to expedite comple- 
tion of the Inter-American Highway, the Bureau of Public Roads has 
earmarked $19 million as its two-thirds contribution to the Costa 
Rican sections of the Highway over the next three years. The Costa 
Rican one-third share in the project which has been computed at 
about $9,540,000 has been covered by an Ex-Im Bank loan autho- 
rized on November 3, 1955. The Ex-Im Bank participation in other 
loans and credits to Costa Rica since January 1955 has totalled 
$3,990,000 chiefly for electrical equipment, farm tractors, and motor 
trucks. 

29. Since land and timber are Costa Rica’s only recognized 
natural resources the Technical Cooperation Program concentrates on 
expansion and diversification of agriculture to lessen dependence on 
bananas and coffee. More than one-third of the total U.S. expendi- 
ture is devoted to this phase. However, in order to foster general 
economic progress, the U.S. provides technical assistance also in 
health and sanitation, education, public administration, civil aviation, 
farm-to-market road transportation, housing and community devel- 
opment as well as in the broad field of industrial development. 
Training in modern labor techniques and practices is offered to 
government officials and labor leaders. The U.S. spent $926,000 in 
FY 1955; has programmed $971,000 in FY 1956; and ICA is propos- 
ing $1,026,000 for the continuation of these activities in FY 1957. 

30. All military aid to Costa Rica has been su 
Reimbursable Aid Program. Material received has been in the form 
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early 1955. To date orders have been placed for $859,000 worth of 
equipment of which $764,000 has already been delivered. 

31. There is a U.S. Army Mission consisting of two officers and 
five enlisted men which supervises training in the Civil Guard. 

32. Currently about two officers are being trained each year in 





driven fighter aircraft by the U.S. Navy at Pensacola, Florida. 
33. The exchange program with Costa Rica has been in operation 
since 1 











[None of the above exchanges was in the field of internal 
security]* 
In 1955, assistance to the Lincoln School at San Jose amounted to 
$8,000. Of the 337 pupils enrolled, 75 were United States children, 
228 Costa Ricans and 34 of other nationalities. The level of instruc- 
tion extends from kindergarten through high school. Of a total of 19 
teachers, 6 are United States citizens, 9 Costa Ricans and 4 of other 
nationalities. $14,170 has been obligated for American School assist- 
ance in Costa Rica in 1956. 


34. There is a small but active L/S. information program in Costa 
Rica, utilizing all local media outlets. At least ten radio stations 
regularly use USIS programs and many others borrow material 
occasionally. There is no television yet. All five daily newspapers 





? Brackets in the source text. 
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make extensive use of news and special articles from USIS, which 
also publishes a monthly labor magazine and distributes pamphlets 
as part of its press operation. USIS films are shown by two mobile 
units and also by commercial theaters. There are two American 
grantees in the bi-national center which has over 1,000 enrolled 
members. USIA program cost for FY 1956 was approximately 
$76,600. Estimated cost for FY 1957 is $113,800. Priority target 
audiences are political, religious and labor leaders, radio and newspa- 
per editors and commentators, teachers, students and businessmen. 
The program is designed to encourage confidence in democracy and 
free enterprise, as contrasted with the Soviet system; expose commu- 
nist tactics and action in Latin America; create an awareness of U.S. 
technical and cultural cooperation with Costa Rica, and support U.S. 
foreign policies. 

V. Political Factors Bearing on Internal Security Program and Feasibility of US 

Assistance 


35. Costa Rica has traditionally been more stable than most of 
its neighbors, and its government has usually had a broader demo- 
cratic base than is found in many Latin American countries. The 
stability was temporarily upset by a six weeks civil war in 1948. 
Constitutional order was restored but since that time Costa Rica has 
been subject to stronger internal and external pressures. 

36. In 1948 Rafael Angel Calderon Guardia, who controlled the 
outgoing Picado administration, attempted to regain the presidency 
despite the evidence that his opponent, Otilio Ulate, had received a 
clear majority in the presidential elections. Calderon had the backing 
of the communist Popular Vanguard Party (Partido Vanguardia Pop- 
ular or PVP) with which he had collaborated during the Calderon 
and Picado presidencies. The high-handed attempts of Calderon to 
annul the election of Ulate caused an immediate reaction. Anti- 
government forces, recruited and led by Jose Figueres, defeated the 
Calderonistas in a brief but bitter civil war. Figueres was the de 
facto head of government for eighteen months before turning the 
reins over to Ulate. In 1953 Figueres was elected to the presidency, 
obtaining two-thirds of the popular vote. His term runs until May 
1958. 

37. Figueres has the support of his National Liberation Party 
(Partido Liberacion Nacional or PLN). The PLN draws its support 
largely from the lower classes and especially from labor groups, 
although its leaders are mostly from the upper and middle classes. It 
is ideologically opposed to communism and friendly to the U.S. The 
PLN is noted for its zeal in crusading for social reform, although this 
has been somewhat moderated recently. To date, it still controls a 
majority of the voters through its propaganda and its party machine 
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work. The social reforms of Figueres, although comparatively mild, 
have alienated a number of his former supporters. His opposition, 
however, is still in the minority and its effectiveness is further 
limited by deep divisions within it. 

38. Fourteen of the 45 members of the Costa Rican Legislature 
were elected by parties opposing Figueres. Since the elections of 
1953, these parties have largely disappeared as formal organizations, 
but they are now regrouping. Ex-President Ulate has recently at- 
tempted to organize a Democratic Opposition Movement (Movi- 
miento Democratico Oposicionista) to unite anti-Figueres forces prior 
to the 1957 elections. Because of personal differences between the 
various leaders, this effort has not been entirely successful. None of 
the opposition leaders is believed to have communist connections or 
leanings at this time; the Calderons have repudiated their former 
communist support. 

39. The Government of Costa Rica faced a serious threat early 
in 1955 when Calderon and Picado forces, with covert assistance 
from Nicaragua and Venezuela, attempted to invade the country. 
They received little or no internal support and the attempt was 
quickly terminated after the Organization of American States inter- 
vened. Since that time there have been occasional rumors of revolu- 
tionary movements against Figueres. Most now feel, however, that 
the opposition would have little to gain and much to lose by 
attempting a forcible overthrow prior to the next elections in 1957. It 
is considered that the government is generally stable and that 
Figueres will finish out his term. 

40. The heir-apparent to Figueres is Francisco Orlich Bolmarcich, 
present Minister of Public Works, although there is some opposition 
to him within the PLN. Orlich is considered to have a more practical 
approach to economic and social problems than does Figueres being 
more of a businessman than a theorist, although he follows the 
Figueres program. 

41. While the present government of Costa Rica has been anti- 
communist and pro-U.S. in its international actions, there have been 
occasions when its representatives have followed neutralist tenden- 
cies because of conviction, a lack of control or discipline, or as an 
assertion of independence. There is a general lack of concern over 
the threat of international communism. Mostly as a gesture of 
disapproval of the host government, Figueres refused to allow Costa 
Rican attendance at the Tenth Inter-American Conference at Caracas 
in 1954 which dealt with the menace of communism. Costa Rica has 
since subscribed to the anti-communist resolution adopted by this 
Conference, however. 

42. Figueres has courted and experienced trouble because of his 
outspoken stand against Latin American dictators, his meddling in 
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Central American affairs, and his harboring of prominent exiles from 
Guatemala after others had become aware of his communist orienta- 
tion. He probably was at least aware of the attack launched from 
Costa Rica in 1954 against President Somoza of Nicaragua, who had 
given military assistance to the Calderon brothers against Figueres in 
1948. 

43. Hatred and suspicion still exist between Figueres and Somo- 
za despite an ostensible recent improvement in relations. This strong 
feeling does not apply generally to the peoples of the two countries. 
It is not certain that Figueres and PLN hotheads have ceased to 
conspire against neighboring dictatorships or that these have ceased 
their intrigues against Figueres. The presence in Costa Rica of 
Guatemalan, Nicaraguan and Venezuelan exiles is a source of irrita- 
tion to neighboring governments. 

44. While Figueres took drastic action against communists dur- 
ing the revolution of 1948, the attitude of the government toward 
their suppression is currently somewhat lackadaisical. No immediate 
threat from them is seen. Figueres feels he can control communism 
by his type of social reform designed to improve the conditions of 
the masses. He may also feel that repressive measures would only 
drive communists further underground. The communists, although 
opposing Figueres, find elements of his program that they could 
support if not given any better alternatives. Opportunism is appar- 
ently the dominating factor with regard to any political alliance by 
the PVP in the future elections. 

45. The Figueres government has so far proved ineffective in 
removing communist influences from the labor movement in the 
banana zones despite reasonably good opportunities to do so. It has 
announced its intention of making further efforts toward that end. 

46. Costa Ricans are very proud of their democratic traditions 
and civil liberties. The majority of the people are opposed to 
anything with a militaristic taint, and efforts to increase armed 
power would be most controversial. The government and the people 
would oppose measures tending to curtail freedom. In order to 
assure government and popular support for anti-communist moves, 
it would be necessary that any program in this connection be carried 
out gradually and unobtrusively. It is believed that the present 
government would accept U.S. assistance on this basis. 


VI. Recommendations 
47. Police Administration 
(a) Upon the request of the host government, conduct a prelimi- 


nary survey to determine the requirements for improving the capa- 
bilities of »- Coste Ween intesedl ensutity fasene Gnder e Ministry 
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of Public Security, paying particular attention to the ing of 
the organizational structure and ity of performance of the Office 
of Investigation Coordination the Director General of Detectives 


Responsible Agencies: State (for obtaining request); ICA (for 
execution). 


Cost: $8,000 to $15,000 (not presently programmed) 
Timing: As soon as practicable. 
te, tee pon completion of, and in the light of conclusions reached 


above-mentioned preliminary survey, the Operations Coordi- 
So Board will consider the desirability of: 


(1) Training on the and/or in the United States, as 
, the number of officers needed to make the operation 
of the Ministry of Public Security effective; and 


(2) Assisting Costa Rica in the procurement of the necessary 
equipment. 

48. Altitude of Government. In order to bring about more effective 
control of communist activities, seek to convince the government to 
adopt additional legislative measures and enforce these and existing 
measures, to: 

a) Limit the international movement of communists. 
b) Increase penalties for communist activities. 


Eliminate communists from union leadership. 
4) Restrict communist propaganda. 


Responsible agency: State 


Timing: As appropriate 
49. Altitude of Public. In order to increase public support for anti- 


communist measures, continue present U.S. programs aimed at alert- 
ing the public to the communist menace. 


Responsible agencies: State, USIA 


Timing: Continuing. 
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6. Letter From the Acting Assistant Secretary of State for 
Inter-American Affairs (Rubottom) to the Ambassador in 
Costa Rica (Woodward)’ 





Washington, October 17, 1956. 


DEAR Bos: The Under Secretary has referred your letter of 
October 5, 1956 concerning implementation of the internal security 
program in Costa Rica to ARA for appropriate handling. We all 
greatly appreciate the rapidity with which you have responded to 
the OCB paper sent you by the Under Secretary on September 17. 
This will be in the nature of a tentative reply to some of the points 
raised in your letter which will require further consideration and 
action here in Washington. 

I will communicate with you separately regarding the tie-in you 
make between this internal security program and the current efforts 
to undermine the principal center of communist strength in Costa 
Rica, namely the labor movement in the Pacific banana zone of the 
country. The two programs are necessarily handled by different 
people here in Washington. 

The OCB Working Group which prepared the 1290-d paper did, 
as you surmised, take into consideration the international political 
implications of US eftorts to strengthen the Costa Rican security 
forces and was fully aware of the risks involved. The current 
situation is such as to make any immediate survey unwise, in my 
opinion, and I believe we should do nothing in this connection for 
the time being. I note that the final paper omitted a provision which 
the Working Group tried valiantly to include, to the effect that the 
timing of the survey should depend on relative country priorities 
and would be influenced by progress in implementing other parts of 
the program. This would have provided greater flexibility as intend- 
ed. Nevertheless, the general situation in Central America, especially 
the uncertainty in Nicaragua as an aftermath of Somoza’s assassina- 
tion’ and the absence from Costa Rica of President Figueres, would 
make it undesirable to approach the Costa Rican Government imme- 
diately on the question of an internal security survey. At the proper 
time, however, all that is needed to proceed is a formal request from 
the appropriate authorities. Contrary to the thought expressed in 
your letter, ICA has funds available for this program. Procedures 
have been worked out here in Washington to carry out these 





* Source: Department of State, OCB Files: Lot 62 D 430, Latin America, 1956. Top 
Secret: Official—-Informal. 

* President Anastasio Somoza of Nicaragua was shot on September 21, 1956; he 
died September 29. 
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involved here, however, and this is a bridge we can cross when we 
come to it. 

With respect to Paragraph 48 of the 1290-d paper, everyone 
recognizes that the Embassy will have to proceed with the greatest 
caution in the face of Costa Rican traditions and prejudices. We are 


ever, of course write directly to me concerning them. 
Sincerely yours, 
R. R. Rubottom, Jr.’ 


> Printed from a copy which bears this typed signature. 











EL SALVADOR 


UNITED STATES RELATIONS WITH EL SALVADOR’ 


Letter From the Ambassador in El Salvador (Hill) to the 


“ 


San Salvador, February 23, 1955. 





‘For previous documentation, see Forrign Relations, 1952-1954, vol. tv, pp. 1000 ff. 

? Source: Eisenhower Library, Whitman File, Dulles—Herter Series. 

* Vice President Nixon visited El Salvador, February 15-17, as part of a larger 
tour of Latin America (see vol. vi, Document 193, footnote 1). Nixon's visit to El 
Salvador is described in despatch 220 from San Salvador, February 17. (Department of 
State, Central Files, 716.00(W)/2-1755) 
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Memorandum From the Special Assistant for Intelligence 
(Armstrong) to the Secretary of State’ 





) 


Washington, August 24, 1955. 


§ 
i 


Intelligence Note: Political Tension in El Salvador 

Political tension in El Salvador is mounting steadily as the result 
of premature campaigning for the presidential elections scheduled for 
1956. At present, President Oscar Osorio appears to have sufficient 
military and public support to control the situation and the opposi- 


developing political instability is the failure of all political 
groups to respect the constitutional prohibition against campaigning 
more than four months before the date, as yet unspecified, set for 
elections. The administration candidate, Col. Jose Maria Lemus, has 
the support of Osorio and the country’s only 
effective political party PRUD (Partido Revolucionario de Unifica- 
cion Democratica). Roberto E. Canessa, who enjoys considerable 
popularity, and Lt. Col. Rafael Carranza Amaya, with strong military 
following, are the principal opponents. In the final analysis, the 
army will probably determine Osorio’s successor. Since the army is 
divided, a coup by a military faction before the expiration of 
Osorio’s term is a strong possibility. At the present time the most 
likely leader to pursue such a course is Carranza. 
PA 





* Source: Department of State, Central Files, 716.00/8-2455. Secret. 
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9. Despatch From the Ambassador in El Salvador (Hill) to 
the Department of State’ 





No. 98 San Salvador, September 8, 1955. 
SUBJECT 

Memorandum of Conversation of September 7, 1955. 
PARTICIPANTS 


Saloadorans Americans 

(In order of appearance) 

President Osorio Ambassador Hill 

Under-Secretary of Foreign Affairs Counselor of Embassy Braggiotti 
Azucar Chavez Col. Henry J. Muller, Jr., 

Tomas Regalado, businessman Army Attaché 


President Osorio invited Ambassador Hill to meet with him at 
his residence at 5:00 o'clock, Wednesday, September 7, 1955, along 
with the above-listed individuals. When we arrived, the President 
was alone and was later joined by Under-Secretary Azucar Chavez 
which gave Ambassador Hill the opportunity to take up some 
official matters before the arrival of the other guests. The following 
topics were discussed: 


1. Ambassador Hill's Departure. 


The Ambassador informed President Osorio regarding his immi- 
nent transfer to serve as Special Assistant to Under-Secretary Hoover 
in the State Department and told the President that he would depart 
on Wednesday, September 21, 1955. The Ambassador added that to 
date he had not been informed regarding the name of his successor. 
The President said he was sorry to hear that the Ambassador was 
definitely leaving and stated that in his opinion the President 
considered the Ambassador to be a wonderful example of a man 
who is dedicated to serve his country (espiritu de servicio) and the 
President added that he had enjoyed a closer relationship with 
Ambassador Hill than he had with any previous American Ambassa- 
dor and that he genuinely liked to do business with him. The 
President added that he knew that Salvador would continue to have 





*Source: Department of State, Central Files, 716.00/9-855. Confidential; Limit 
Distribution. The source text indicates that Ambassador Hill approved this despatch. 
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a friend in Washington and that perhaps the Ambassador could 
continue to maintain his interest in this country. 
2. Post-Geneva Policy of the United States. 








In accordance with Instruction No. 1 dated August 15, 1955* 


President expressed considerable interest in the main points of the 
instruction and commented that it was a pity that it was confidential 
as he felt that the United States would do itself a great deal of good 
by disseminating these points in the press and other media. 

The President also expressed the opinion that he felt that the 
United States had been too “soft” in dealing with its major allies, 
the United Kingdom and France; he felt that we had often gone too 
far in acceding to their demands instead of standing firm and 


was extremely valuable to him in diagnosing the present political 
situation. 

C. Free elections “Salvador style” were admittedly not as free as 
we understood them in the United States. Certain supporters like 
Duefias and Regalado, for example, could influence many votes. 
They were great “electors”. What they couldn’t supply, he could. 

D. He felt he was in a stronger position than any time since 
1948 


E. He had no intention of letting any irresponsible leader seize 
power and undo his achievements of the past seven years. 

F. He felt fortunate to be in power at this time in history when 
El Salvador was almost, if not entirely, ready for democracy. 





? Not printed. 
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G. The way his present plan could be a fracaso would be 

if he were to assassinated. He wasn’t too concerned with this 
ae ge RH Fg Ah Bil 

uke to continue a responsible and 





1. A seemingly free election would prevent strong dissatisfaction 
hd yb | qeummmaMagsaatazaamsas amasirmssiees 
ee eee easier. 

J. He would stress his views on the elections in his speech on 


September 14, 1955. 

K. He admitted, in effect, that he was being idealistic in his 
any Lagene eee but concluded this of ) mg an. 
sation stating: * continue to keep my in y but 
my feet solidly on the ground.” 


4. Communism. 


President Osorio stated that the communist problem was be- 
coming quite a severe one in this country but that his administration 
had assumed the attitude towards the communists of a “cat and 
mouse technique” whereby the communists were continually caught 
off balance. The President did not appear to convince his guests that 
the Government had been very successful in this technique. The 
President also stated that up until now he had only been forced to 
use strong methods in two cases. (No further details were forthcom- 
ing from the President concerning this remark.) 

Comment: It is interesting to note that since the official Govern- 
ment Party (PRUD) has opened up its campaign attacking Canessa 
and his Party (PAN) of being infiltrated with communists, the 
President and other officials have spoken out definitely against 
communism and its influence in this country in a much more 
realistic manner. 


5. MDAP (Military Defense Assistance Pact). 


President Osorio spontaneously mentioned to Ambassador Hill 
that Salvador intended to negotiate a Military Defense Assistance 
Pact with the United States. The President explained that the delay 
since January, 1954 was not due to Salvador’s unwillingness to enter 
into such a pact but only because things moved slowly here and 
there were many factors that had to be ironed out. Ambassador Hill 
merely said that Salvador’s position was understood and that cer- 
tainly there was no urgency in the matter. 


6. ODECA. 


President Osorio volunteered the information that he had been 
taken by surprise when Foreign Minister Trabanino telephoned him 
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value for each colén spent. The Government's budget was very 


for the country. Careful was necessary to insure that funds 
were well spent and this 
the Government in all fields. 


ous United Nations missions. In his opinion, El Salvador had better 
technicians locally than some of the U.N. personnel sent here. 
the U.N. representatives, he believed, had leftist 


that, on the contrary, he welcome it. 
8. Need for Improving Educational Level and Diet of the People. 
A. The President several times stressed that the most urgent 


obstacle to political, economic and sociologic progress. 

B. Another priority objective was improving the national diet 
which now consisted principally of corn, beans and rice. Although 
the people looked well-fed and were generally strong, he pointed 
out that the most serious effect of the inadequate diet was the 
extremely high infant mortality rate. This he attributed to the fact 














nitrates from the atmosphere. This would solve two urgent prob- 
lems; i.e., low-cost fertilizer (an estimated seven colones a hundred 


He estimated that there was surplus power for about eighteen hours 
a day. 
B. The sale of power to such a fertilizer plant would serve to 


required to begin its interest payments to the World Bank in 1952, 
two years before the project could begin selling power in June, 1954. 
that interest payments were to begin had been predeter- 


: 
a 
> 
: 
A 


the Korean war. 

the bassador asked if El Salvador had considered 
to neighboring countries, the President and 
the opinion that this was not feasible at 


a5 
: 


1 
; 


It, 
| 
f 


t. For one thing, El Salvador actually has no great surplus 
during peak-load periods. The surplus would, therefore, have to be 
utilized by a Government-controlled project operating during speci- 


Hill to visit the Lempa Dam on Friday, September 9, 1955. 
10. Machete Plant. 


The Ambassador told the President of his recent visit to a new 
machete plant in Zacatecoluca. Mr. Meza Ayau, the former Economic 
Minister, commented that this would be a sound project provided 
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the machetes could be made of local scrap iron but that if fine steel 
had to be imported from the United States or Sweden, there would 
be in view 








11. The Church. 


During a discussion of the current events in Argentina, the 
President again stated his firm opposition to the secular influence of 
the Church. He said that this was a matter which we in Central 


President Osorio stated that the Salvadorans had traditionally 
been the strongest supporters of a Central American union, and this 
was particularly true at the present time since El Salvador, with its 
large population and limited land area, clearly had the most to gain 
by such a union. 


13. Low-Cost Housing. 


When Mr. Regalado commented that the low-cost housing 
projects in El Salvador were only possible because of Government 
subsidies, the President claimed that the project was proving to be 
economically sound for the Government, but more than this, the 
greatest value was the sociologic aspects of the project. He said that 
each family that occupies such a house becomes a stable element in 
the country. They have “their roots in the ground” and become 
more concerned with progress and good government. 


14. Farewell Dinner for Ambassador Hill. 


The President concluded the evening by inviting the Ambassa- 
dor to a farewell, black-tie dinner in his honor on September 20, 
1955. 

The conversation was cordial throughout the eight hour get- 
together; the President appeared to be in better health than the last 
time we had seen him and also was in very good spirits, exhibiting 
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considerable energy and force in his dissertation on the forthcoming 
elections. 

For the Ambassador: 

D. Chadwick Braggiotti 

Counselor of Erihassy 





10. Memorandum for the Files, by Bayard King of the Office 
of Middle American Affairs’ 


Washington, Septenber 20, 1956. 


SUBJECT 
Political Situation in El Salvador 


Assistant Secretary Robert Hill,” wi.o attended the presidential 
inauguration in San Salvador’ and was there from September 13 to 
17, 1956, has furnished us with the following information: 


1. Ex-President Osorio 


Mr. Hill had a number of conversations with Osorio. The Ex- 
President plans to visit Washington in November, 1956. While here, 
he would like to meet some key people and visit industrial areas of 
the United States, such as the Pennsylvania steel mills and a General 
Motors plant. It was suggested that Osorio could be taken to visit 
West Point, and that the military could probably take care of 
showing him some of their installations. A principal reason for 
Osorio’s visit is to seek a reconciliation with his estranged wife, 
who, with their three children, is living in New York. This has been 
urged on him by a number of friends. Osorio has never really seen 
much of the United States outside of New York and other big cities, 
and Mr. Hill thinks he would very much like to visit other areas. 





*Source: Department of State, ARA Special Assistant's Files: Lot 58 D 749, El 
Salvador. Confidential. 

* Robert C. Hill terminated his mission as Ambassador in El Salvador September 
21, 1955; he was succeeded by Thomas C. Mann, who was appointed Ambassador on 
October 11, and presented his credentials on November 24, 1955. 

* Lieutenant Colonel José Maria Lemus was elected President of El Salvador on 
March 4, but did not assume office until September 14, 1956. Information pertaining 
to his inauguration is in despatch 147 from San Salvador, September 14. ronment 
of State, Central Files, 716.00(W)/$-1456) 
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a President Lemus 


Mr. Hill was told that the new President intended to “cut the 
Gordian knot” with Osorio and the past, instead of assuming 
gradua! control over the heritage left him by the previous regime. 
Lemus is soimewhat of a prima donna, and enjoys having his 
photograph taken. He told Mr. Hill that he was extremely pleased 
with the Panama conference‘ and his reception by President Eisen- 
hower. He said he intends to carry on the policies of the Osorio 
administration, and while he is grateful for what the United States 
has done for El Salvador, he does not intend to ask for anything that 
El Salvador will not pay for. 

Ricardo Creet, a former American naturalized Salvadoran living 
in New York, told Mr. Hill he considered the new Lemus cabinet the 
strongest cabinet in 30 years. The Foreign Minister, Dr. Ortiz Man- 
cia, is inexperienced but has good intentions. The New Labor 
Minister, Dr. Guzman,’ is not as leftist as was Hector Salazar. In 
general, it appears to be a pretty good cabinet, and Mr. Hill heard no 
criticism of the new cabinet. Lemus is a personalist who will be 
hard-boiled but can be expected to eliminate some of the graft of 
the Osorio administration. Mr. Hill believes we may have trouble 
with Lemus although the new President has said he is friendly to 
the United States. 


3. Labor 


Mr. Hill said there is concern in El Salvador over U.S. desire for 
rapid development of a labor movement. Some people, like the 
coffee growers, believe Dr. Tragen® of ICA is doing too much in the 
labor field and opposition to our labor programs in the country may 
be expected. 


4. Coffee 


A number of Salvadorans headed by Chico de Sola protested to 
Mr. Hill that the United States has levied a duty of 3¢ per pound on 
soluble coffee the Salvadorans are now producing. De Sola thinks 
this duty is illegal and wants to sue or take other legal measures in 
the United States to protest. Mr. Hill suggested to them that it 
would be more appropriate to make their views known through 
normal diplomatic channels as El Salvador might receive unfavorable 





* Reference is to the meeting of the American Presidents in Panama, July 21-22, 
1956; for documentation, see vol. vi, Documents 109 ff. 

° Apparent reference to Mauricio Guzman, Minister of Education in President 
Lemus’ cabinet; Ramén Avila Camacho was Minister of Labor. 

* Irving Tragen. 
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publicity if direct methods were used. He was not sure he convinced 
them, particularly de Sola. 


5. “Time” Magazine 

Mr. Hill was told that El Salvador strongly resented Harvey 
Rosenhouse’s reporting on the country. At one time Osorio consid- 
ered forbidding Rosenhouse to enter the country, but was dissuaded 
from doing this. 
6. Canessa’ 


Mr. Hill was told by Osorio that Canessa has taken a financial 
beating and is probably finished politically. However, he is not a 
man to accept defeat gracefully and there may be trouble from him 
in the future. Osorio said he regretted that the political views of 
Canessa and himself were responsible for their estrangement. 





” Roberto E. Canessa, former Minister of Foreign Affairs. 





11. Memorandum From the Director of the Office of Middle 
American Affairs (Neal) to the Assistant Secretary of 
State for Inter-American Affairs (Rubottom)' 


Washington, February 18, 1957. 


SUBJECT 

El Salvador: Lemus Government Continues Stable After Five Months in 

Office 

After five months in office President Lemus has made a good 
impression on the public generally (although he has disappointed a 
number of former leaders in the dominant party—-PRUD). There is 
no known opposition by either civilians or military figures which 
seems serious enough to threaten the stability of his government. 

In a general survey of Lemus, his actions and prospects, the 
Embassy reports the following salient facts: 

1. Lemus selected his Cabinet with only perfunctory, if any, 
consultation with former President Osorio and PRUD leaders. His 


Cabinet, made up of the best qualified men he could find, is widely 
approved. In general the top places are filled by non-Prudistas or by 





* Source: Department of State, Central Files, 716.00/2-1857. Confidential. 
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poe not intimately associated with the controlling group in 

2. The so-called anti-Communist law was rescinded and exiles 
permitted to return because Lemus apertady disliked the arbitrary 

ing of the law and felt it violated constitutional guarantees. 

3. us recently vetoed a municipal tax bill despite prior 
approval of the bill by all levels of government including the 
Ministry of Finance; Lemus’ veto angered some PRUD deputies but 
it appears no attempt will be made to over-ride the veto. 

4. There have been unconfirmed reports that Lemus wishes to 
replace PRUD with a new party to reflect the transition from a 
“revolutionary” to a more stable government. Down-grading of the 
1948 Revolution might displease rio and his close adherents. 

5. Lemus published an accounting of his “officals t wealth shortly 
after assuming office and urged other high officials to do likewise as 
an assurance of honest administration. could be construed as a 
reflection on the previous administration. 


6. Although the foregoing points might be vaguely os 
Lemus was Osorio’s choice for President and Osorio and the PR 
were responsible for his nomination, election and inauguratton. 
Lemus is undoubtedly grateful for Osorio’s and PRUD’s support and 
the foregoing points may show only a tendency to be the ident 
in his own right. Lemus stated in his inaugural address that he 
would continue the policies of the prior | gee vow subject to 
normal evclution. The Embassy feels that the principal differ&ice 


between Lemus and Osorio is us’ ap t willingness to go to 
greater efforts to cater to public opinion. The Embassy notes Lemus’ 


sincere desire to have an efficient and honest administration. 

7. The Embassy does not wish to suggest that differences be- 
tween Lemus and the PRUD are great enough to point to trouble 
and it feels that Osorio’s natural inclination would be to work for 
order and continuance of Lemus in office. However the Embassy 
notes that it is always possible that Osorio and his former associates 
might become aroused if Lemus should “abandon the Revolution” or 
drop the PRUD party and its policies, or if they became convinced 
that Lemus was 7 © break their influence. In case of serious 
difficulty the Embassy believes that the armed forces would be the 
controlling factor. The Embassy notes that “it seems doubtful that 
the loyalty of the armed forces has been completely transferred from 
Osorio to Lemus .. . ”. 





? Ellipsis in the source text. 
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12. Letter From the Ambassador in El Salvadur (Mann) to the 
Ambassador in Nicaragua (Whelan)' 


San Saloador, July 16, 1957. 


DEAR TOM: I understand that President Somoza still believes 
that President Lemus is unfriendly to him. Presumably this is based 
principally on the Salvadoran belief and action that they were 
prohibited by the Constitution from surrendering Nicaraguan exiles 
for trial in Managua and secondarily on an alleged partiality for 
Honduras in its recent dispute with Nicaragua. If there is another 
cause of complaint I am not aware of it. 

As for the exiles, the Salvadorans do genuinely believe that both 
the doctrine of asylum and their law forbid them from surrendering 
the exiles. As for Honduras, they believe that they have leaned over 
backwards to maintain an attitude of strict impartiality; everything I 
have seen and heard leads me to believe that they have. They say 
that the Hondurans are annoyed that they did not receive support 
and conjecture that the various sudden and unannounced visits of 
Honduran officials may have been planned and timed to mislead 
people into supposing that a Salvadoran-Nicaraguan entente existed. 

I will say that I believe Lemus, unlike Osorio who has no 
special likirg for the Somozas, genuinely wants to be friendly with 
the Nicaraguan Government and, as far as I know, there is no reason 
why the two governments should not be friendly. I think the next 
months will show that President Lemus will be attacked by the same 
elements who are after the Somozas and that they have a common 
cause. 

If you think it wise, perhaps you would like to reassure Presi- 
dent Somoza of President Lemus’ good intentions. I will be glad to 
do anything within reason to help clear up any misunderstanding 
that may exist. 

Sincerely yours, 

Thomas C. Mann’ 





* Source: Department of State, Rubottom Files: Lot 59 D 573, El Salvador. Secret; 
Official-Informal. 
? Printed from a copy which bears this typed signature. 
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13. Letter From the Assistant Secretary of State for Inter- 
American Affairs (Rubottom) to the Ambassador in El 
Salvador (Mann)’ 





Washington, July 30, 1957. 


DEAR TOM: Thank you for your letter of July 16, 1957 concern- 
ing Lemus’ attitude toward the Somozas* and the problem of obtain- 
ing a decision on the Lemus visit. 

The assassination of President Castillo Armas has added another 
element of uncertainty to the strained atmosphere in Central Ameri- 
ca. I believe that you should encourage President Lemus in the 
neutral stabilizing course he has been following. Similarly, in the 
other countries we should take every opportunity to promote har- 
monious relations between the five ODECA countries, including the 
personal relations between high officials. 

We intend to keep pressing for a decision on an invitation to 
President Lemus for a state visit. The Under Secretary’s Office feels 
that it is premature to decide on next year’s visitors now and that 
the question should be raised in October. We shall keep trying to 
obtain a commitment for Lemus before then if possible. I realize 
how difficult this long period of indecision has been for you. 

It was very pleasant to see you last week, even though so 
briefly. I hope you are feeling better now. 

Sincerely, 


R.R. Rubottom Jr.’ 





* Source: Department of State, Rubottom Files: Lot 59 D 573, El Salvador. Secret; 
Official—-Informal. 

* The letter reads in part: “As you will deduce from the enclosed copy of my 
letter to Tom Whelan [supra], | surmise that there was a basis for suspicion before but 
that Lemus is trying to patch things up even at the cost of some popularity fer the 
general Salvadoran public doesn’t like the Somozas. Furthermore, the general public 
here looks on Honduras as the future outlet for its surplus population and dreams of 
a union with Honduras. In spite of this, | am convinced, I hope not incorrectly, that 
Lemus is trying to heal the old wounds and to promote the ideal of ODECA.” (/id.) 

> Printed from a copy which bears this typed signature. 














GUATEMALA 


POLITICAL AND ECONOMIC RELATIONS OF THE UNITED STATES AND 
GUATEMALA’ 


14. Letter From the Assistant Secretary of Defense for 
International Security Affairs (Hensel) to the Secretary of 
State* 


Washington, January 12, 1955. 


DeAR MR. SECRETARY: Reference is made to a letter dated 2 
December 1954, from the Deputy Under Secretary of State,’ regard- 
ing the role Guatemala might be requested to assume in the defense 
of the Western Hemisphere, as well as its participation in the 
Mutual Security Program. 

In view of the recent military survey completed by the Chair- 
man, U.S. Delegation, Inter-American Defense Board,‘ the Joint 
Chiefs of Staff consider that the specific tasks which Guatemala 
could perform in furtherance of a Western Hemisphere defense role 
would be comparable to those assigned to Nicaragua and Honduras 
and, hence, of negligible value. However, in light of the views 
expressed in your letter of 27 October 1954,° the Joint Chiefs of 
Staff recognize that political considerations will dictate that a Mili- 
tary Assistance Program be initiated for Guatemala as in the case of 
Nicaragua and Honduras. Since Guatemala is considered to have 
approximately the same military potential as both Nicaragua and 
Honduras, similar force bases and defense roles should be assigned 
to that country. 

In keeping with national policy with respect to the problem of 
standardization in Latin America, and a recommendation contained 
in the survey report concerning non-U.S. equipment held by Guate- 
mala, the Joint Chiefs of Staff consider it appropriate that the 
Department of State, in coordination with the Department of De- 
fense .. . make representation to the Guatemalan Government to 





' For previous documentation, see Forrign Relations, 1952-1954, vol. tv, pp. 1027 ff. 
* Source: Department of State, Central Files, 714.5-MSP/1-1255. Secret. 

* Not printed. (/fid, 714.5-MSP/11-2454) 

* Major General Robert W. Douglass, Jr. 

* See Foreign Relations, 1952-1954, vol. tv, p. 1234. 
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encourage and assist that government to dispose of non-US. military 
equipment surplus to its normal needs. 

The Joint Chiefs of Staff consider that, for the purpose of 
qualifying Guatemala for grant aid, the draft Bilateral Military Plan 
used in negotiation with Honduras and Nicaragua contains the 
necessary missions and plans for employment of forces for Western 
Hemisphere defense, and is appropriate for use in negotiations with 
that country. 

The views of the Joint Chiefs of Staff are approved. According- 
ly, the Department of State may wish to consider initiating a request 
that the President find that such military assistance as may be 
furnished Guatemala is in accordance with defense plans which 
require Guatemala to participate in missions important to the de- 
fense of the Western Hemisphere. Upon receipt of the Presidential 
Determination required by Section 105 (b) (4) of the Mutual Securi- 
ty Act of 1954,° and notification that the country has agreed to 
conclude a Mutual Defense Assistance Agreement, the Chairman, 
U.S. Delegation, Inter-American Defense Board, will be prepared to 
participate in negotiations with Guatemala, in accordance with in- 
structions already furnished. 

It is emphasized that, in view of the limited military assistance 
funds available, the MDA Program for Guatemala can be imple- 
mented only by diversion of funds from other MDA programs 
world-wide. For example, funds are to be taken from the French and 
Italian MDA Programs to provide military assistance to Haiti in FY 
1955. Since such diversion of funds affects adversely the attainment 
of high priority military objectives in other areas, it is the opinion of 
the Department of Defense that programs in Latin America cannot 
be considered in isolation from other programs world-wide. In this 
connection, your attention is invited to a letter dated 31 December 
1954 (file No. 1-9060), to the Special Assistant to the Secretary of 
State for Mutual Security Affairs, from the Assistant Secretary of 
Defense (International Security Affairs),’? which outlines the avail- 
ability of funds from FY 1955 appropriations for MDA Matériel 
Programs. After deducting transfers to the Foreign Operations Ad- 
ministration, the yearly administrative and operating costs and losses 
due to Section 1311, Supplemental Appropriation Act of 1955, Public 
Law 663, the Department of Defense estimates it will have only 
$53.4 million available for worldwide MDA matériel programs. 











* Reference is to the Mutual Security Act of 1954 (P.L. 665), enacted August 26, 
1954; for text, see 68 Stat. 632. 
” Not found in Department of State files. 
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Copies cf this letter are being furnished to the Secretaries of the 
Army, Navy and Air Force,* the Joint Chiefs of Staff, and the 
Chairman, U.S. Delegation, Inter-American Defense Board, for their 

Sincerely yours, 


H. Struve Hensel 





* Robert T. Stevens, Charles S. Thomas, and Harold E. Talbott, respectively. 





15. Memorandum of a Telephone Conversation, January 21, 
1955' 


SUBJECT 
Situation in Guatemala after January 20 Incident* 
PARTICIPANTS 


Mr. Thomas C. Mann, Counselor, American Embassy, Guatemala 
MID—Mr. Leddy 


Ambassador Armour and Mr. Mann stated the Embassy wished 
to bring the Department up to date on the immediate situation; I 
assured them that Embassy cables 447-454,’ all dated on the 20th, 
had been received and gave very clear and complete information; 
that the incident had been reported here in the press as front page 
news but describing the incident as terminated, the Government in 
full control and the situation calm. 

Mr. Mann said that it is yet early to form any positive opinion; 
it appears that some attempt against the Government was scheduled, 





* Source: Department of State, Central Files, 714.00/1-2155. Confidential. Drafted 
by Leddy. 

* According to telegram 454 from Guatemala City, January 20, a force led by 
Colonel Francisco Cosenza Galvez attempted to occupy the airport and military base 
at La Aurora near the capital. The attackers were repelled by troops loyal to the 
government of President Carlos Castillo Armas. (/bid., 714.00/1-2055) In despatch 602 
from Guatemala City, January 25, the Embassy offered a summary and interpretation 
of the events of January 20. The despatch, prepared by John Calvin Hill, Jr., Second 
Secretary of the Embassy, reads, in part: “It now appears to be generally accepted that 
there was no actual attack on the airport or Base Militar and the general impression 
among informed people is that the government learned a plot was about to break out 
and simply moved first by seizing those responsible and executing them.” (/bid, 
714.00/1-2555) 

* Ihid., 714.00/1-2055. 
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to be kicked off in the near future, and the incident yesterday may 
have been precipitated by the Government in order to test the 
strength of its opponents. At this moment it cannot be said what the 
result will be. The present reaction could extend into a sweeping 
purge, as it reopens a basic issue which existed at the time compro- 
mise was made last summer. The policy of conciliation seems 
temporarily suspended in favor of one of force and strength. 

I said that newspaper accounts here indicated very few to be 
involved and that eight or ten of them had been forcefully dealt 
with. Mr. Mann said that it is not clear what the scope of the action 
was or [was] meant to be and that the whole reaction might be 
delayed a week or a month. Meanwhile, he and the Ambassador 
reported the present situation as apparently calm and wanted the 
Department to have all of the foregoing, as well as to receive any 
inquiries from the Department. 

I told Ambassador Armour that as a result of discussions here 
on the evening of the 19th and morning of the 20th a cable had 
been drafted but had not yet gone to the Embassy, indicating the 
usefulness of a review of what might be considered our total 
position, and I suggested that the Ambassador's careful advice, in 
review with his staff, would be very helpful at this time. I empha- 
ized that this was in preparation before anything happened yester- 

and that the incident of the 20th had not sparked 








, though it does highlight its importance. Ambassador 
that he and his staff would give very prompt and 
seouieh Galan 60 ie efit when received. 

















It was decided that our objectives in connection with aid to 
Guatemala are: 
1. To increase employment in order to reduce political unrest, 


2. To help the Guatemalans produce and implement an intelli- 
gent, practical program for stabilizing their economy. 


The quickest way to make progress toward objective No. 1 is to 
begin work on the Pacific slope highway for which FOA has made 
available $3 million. Work has been obstructed by the inability of 
the Guatemalans to overcome some procedural and governmental 
obstacles. 

It was decided to recommend to the Embassy that it, in turn, 
recommend to the President that he order the workmen contemplat- 
ed for the highway job be hired immediately and without waiting 
for solution of the problems which have been holding up the 
program. Thus, the objective of increasing employment can be 
achieved immediately and will not be further postponed pending the 
solution of the preliminary problems referred to. 

As regards development of a practical economic program, it was 
decided that a contract between POA and Klein and Saks’ is the first 
step. This has been held up because of haggling between FOA and 
Klein and Saks on relatively minor points. It was decided to ask the 
Secretary to telephone Mr. Stassen on January 24 and urge immedi- 
ate execution of a contract with a minimum of delay. Likewise, a 
letter from the Secretary to Mr. Stassen making the same request 
was drafted.’ 





Source: Department of State, Central Files, 814.00-TA/1-2255. Confidential. 

? A firm of economic consultants whose director, Julius Klein, served as Assistant 
Secretary of Commerce, 1929-1933. 

* Document 19. 
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Discussion was had of a long series of complaints against the 
Embassy relayed from the President through the Guatemalan Am- 
bassador* to Mr. Fisher of It was decided that Holland would 


ARA. 
talk to the Ambassador about these complaints and that their 
substance and the Department’s plans would be cabled to the 
Embassy. The cable was sent.* 





* José Luis Cruz Salazar. 
* Infra. 





17. Telegram From the Secretary of State to the Embassy in 
Guatemala’ 


Washington, January 22, 1955—8:47 p.m. 


429. Eyes only Ambassador and Counselor. On return from 
Guatemala Ambassador Cruz in informal conversation told Fisher 
ARA President Castillo had personally made following charges to 
him: 

Cordova Cerna’ is President’s enemy; works against Castillo and 
criticizes him freely for incompetence; Cordova sees Embassy officers 
with excessive frequency without reporting to President; procured 
removal of Ambassador Peurifoy’ by false representation to Depart- 
ment that President so desired; secured Mann’s appointment as 
person with whom he could work. After repeating foregoing accusa- 
tions by President Ambassador Cruz made personal assertion he 
believed Cordova paid off certain army officers for disloyal pur- 
poses. 

President asserts Embassy unfriendly his regime and Ambassa- 
dor and Counselor excessively friendly toward Cor¢ova; Mann too 
close large US companies, especially UFCO and IRCA. 

President asserts UPCO furthering its private interests versus 
national interest. Gave as example company’s failure give up control 
Guatemala’s principal port; asserts UFCO exerts various kinds pres- 





ee ee ee ee eae Secret; Limit Distri- 
bution; Niact. Drafted and approved by Holland 

2 Juan Cérdova Cerna, a civilian member of the Junta of Government which 
assumed control of Guatemala following the resignation of President Jacobo Arbenz in 
June 1954. 

*John E. Peurifoy, Ambassador in Guatemala, November 4, 1953-October 2, 
1954. 
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sure on Guatemala; asserts company endeavors utilize Embassy sup- 
port. Gave as specific example UFCO collaboration with Cordova to 
delay US aid to Guatemala in order improve company’s bargaining 
position in contract negotiations last month. 

Cruz states he insisted Castillo misinformed and believes he 
partly removed misapprehension but President's attitude is still cause 
for concern. 

Cruz said he would not take matter up formally but hoped help 
clear up Castillo’s misunderstandings without adverse effects Embas- 
sy officers or affecting relations. He suggested (1) Counselor take 
advantage his recent excellent talk with Cruz on subject Guatemalan 
port problem to take up same matter with Castillo and at same time 
clarify Embassy’s total position re abstention from internal politics, 
its relations with American companies, etc.; (2) Embassy cultivate 
closer relations with President’s ranking confidant Major Oliva‘ with 
less emphasis on contact with Cordova. 

According reliable information from another source Cruz re- 
turned from Guatemala with Castillo’s instructions to obtain removal 
Ambassador and Counselor. According this source Castillo was em- 
bittered by his accumulating difficulties including alleged inadequacy 
US aid attributing latter in part to what he thought was Embassy's 
unsympathetic attitude as result influence American companies and 
Cordova. Same source states Cruz realized only after arrival here 
inadvisability making representations as instructed and decided min- 
imum compliance would be approach Department desk officer on 
basis their personal friendship limiting statement to Castillo’s misun- 
derstanding concerning Counselor. 

Holland proposes inform Cruz circumstances regarding Peuri- 
foy’s replacement and Mann's appointment; explain delay in arrival 
US aid due administrative difficulties in Washington; emphasize 
Department's full support of Ambassador and Counselor; state De- 
partment reporting substance Cruz conversation to you with request 
you see President.” 

You may consider discussing foregoing with President direct 
emphasizing your willingness deal with those government officials 
he designates. In order ensure coordination Embassy and Department 
kindly cable your views by Monday morning for use in conference 
now scheduled with Ambassador Cruz for twelve o'clock. To avoid 
prejudicing Cruz suggest you not see President until Department 





* Enrique Trinidad Oliva. 
* Document 20 
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reports on Monday conference. No reference should be made to 
information received from reliable source other than Cruz.* 

Dulles 











*The Embassy responded to these statements in telegram 459 from Guatemala 
City, January 23. (Department of State, Central Files, 714.00/1-2355) 





18. Memorandum of a Telephone Conversation, January 24, 
1955" 


SUBJECT 
Guatemala 
PARTICIPANTS 


Ambassador Norman Armour, Guatemala 


Assistant Secretary Henry F. Holland 
Mr. Thomas C. Mann, Counselor of Embassy, Guatemala 


Mr. Holland called Ambassador Armour and said that, as a 
result of his conversation this morning, Ambassador Armour should 
go ahead with the conversation Mr. Holland suggested, and should 
find an opportunity to express our gratitude for the discreet and 
constructive way in which the views of the problem were brought to 
us by the man here.’ This will enable us to dissipate this matter 
which has no basis and will give us an opportunity to come to grips 
with real problems in the future. Ambassador Armour asked what 
he should express gratitude for. Mr. Holland replied for the fact that 
he brought the matter to our attention. Ambassador Armour said he 
would avoid the use of the word “gratitude” and would have to 
express surprise that the matter was not taken up with him there. 
Mr. Holland suggested that he express the matter as he thought best. 

Mr. Holland said that the person here was deeply concerned 
about his situation.” Ambassador Armour asked whether the person 
might not have been acting under instruction. Mr. Holland said it 
was his impression that he was reporting facts and taking a step 
which he felt would be constructive. Mr. Holland added that the 
man asserted that he had no instructions. Ambassador Armour said 





* Source: Department of State, Central Piles, 714.00/1-2455. Confidential. Drafted 
by Viola M. Keskinen of the Bureau of Inter-American Affairs. 
? Apparent reference to Ambassador Cruz 
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that threw a different emphasis on the picture, and that he would 
see how the matter should be handled. 

Mr. Mann then came on the telephone and Mr. Holland repeat- 
ed that he was of the opinion that they (the Embassy) will have a 
good opportunity to dissipate the entire problem and we will be in a 
position to deal with real problems in the future. Mr. Mann said he 
agreed. 

Mr. Mann then asked what about the other meeting—the meet- 
ing in Washington. Mr. Holland said he would go ahead and work 
out the other conversation, but asked Mr. Mann not to delay any 
action on that account. 

Mr. Mann asked that Mr. Holland send the Embassy copies of 
memoranda of his conversations. 





19. Letter From the Secretary of State to the Director of the 
Foreign Operations Administration (Stassen)' 


Washington, January 24, 1955. 


DEAR HAROLD: I aim quite concerned by reports which are 
reaching me regarding the situation in Guatemala. It appears that the 
stability of the present government is imperiled by a number of 
factors, one of the most important being widespread public belief 
that the government has developed no practical, constructive pro- 
gram for strengthening the country’s economy. 

I am advised that our respective people concerned with this 
problem agree upor the desirability of FOA’s executine a ccatract 
with some recognized firm of economic and fiscal consulta:::« which 
could send to Guatemala rapidly and for such periods as might be 
desirable a wide variety of experts. I am advised that negotiations 
have been in progress with the recognized firm of Klein & Saks 
since the middle of December, but that agreement upon a specific 
contract is being held up by failure tc settle several subsidiary items 
such as maximum per diem salaries which the contractor might pay 
to experts employed by it. 

In view of the increasing urgency of the political and economic 
situation in Guatemala I hope that a contract with this particular 
firm or some other comparable group can be executed as quickly as 





* Source: Department of State, Central Files, 714.5-MSP/1-2455. Secret. Drafted 
by Holland. 
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possible and that performance thereunder can begin immediately 
thereafter. The presence in Guatemala of such experts as could be 
provided immediately under such a contract may well prove to be a 
decisive factor in preserving the stability of the present government 
whose increasing insecurity is the cause of such concern to both of 
us. 

I would be grateful if you would look into this problem and let 
me have your views as to whether it seems feasible within the next 
few days to executive [erecufe?] a contract and initiate its perfor- 
mance.” 

Sincerely, 

JFD 





* In a letter dated January 27, Stassen informed Secretary Dulles of the status of 
the Klein and Saks contract as follows: “I have been advised that all outstanding 
items of negotiation were resolved with the contractor and that a contract is now 
being drafted in final form and is expected to be signed momentarily.” (/bid,, 814.00/ 
~2755) 


oe 





20. Memorandum of a Conversation, Department of State, 
Washington, January 25, 1955’ 


SUBJECT 
Guatemala: Relations between President Castillo Armas and the American 
Embassy 

PARTICIPANTS 


Ambassador José Luis Cruz Salazar of Guatemala, Mr. Holland and Mr. 

Fisher. 

Mr. Holland said that Mr. Fisher had informed him about his 
conversation with Ambassador Cruz. He understood that Ambassa- 
dor Cruz was interested in learning whether Sr. Cordoba Cerna had 
had anything to do with the transfers of Ambassador Peurifoy and 
Mr. Mann. 

Ambassador Cruz said that Sr. Cordoba Cerna himself had told 
President Castillo Armas that he had obtained the transfer of Am- 
bassador Peurifoy and secured the appointment of his friend Mr. 
Mann as Counselor. President Castillo Armas suspected that Cordo- 





* Source: Department of State, Central Files, 121.14/1-2555. Secret; Limit Distri- 
bution. Drafted by John W. Fisher of the Office of Middle-American Affairs. 
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ba Cerna had given the United States Government to believe that 
President Castillo desired Ambassador Peurifoy’s removal. Ambassa- 
dor Cruz was to inform the Department of State that President 
Castillo had nothing to do with it. Ambassador Cruz said he had 
learned from the President only during his recent visit to Guatemala 
about Cordoba Cerna’s trip to Washington last summer, and about 
his claims to have influenced the Department. Ambassador Cruz said 
that had he known sooner, he would have clarified the President's 
position to the Department before this. 

Mr. Holland said he could inform Ambassador Cruz categorical- 
ly that there was no truth to the statement that Sr. Cordoba Cerna 
had influenced the transfers of either Ambassador Peurifoy or Mr. 
Mann. The decisions on these transfers were taken before Sr. Cordo- 
ba Cerna called at the Department. Secretary Dulles decided that 
Ambassador Peurifoy was urgently needed in Thailand because of 
the situation there and Mr. Holland had to persuade him to post- 
pone Ambassador Peurifoy’s departure from Guatemala for a month 
and a half because of the great importance to us of the develop- 
ments there. Mr. Dulles chose Ambassador Armour to succeed Mr. 
Peurifoy, calling him out of retirement because of our desire to have 
in Guatemala the best man to be found. Mr. Armour is a giant of 
our Foreign Service. Mr. Holland personally selected Mr. Mann to 
work under Ambassador Armour in order to form the best possible 
team in our mission in Guatemala. Mr. Holland said that in his 
opinion Mr. Mann is unexcelled in ability among American Foreign 
Service Officers of his age and rank. 

Mr. Holland said that the President’s suspicions about Ambassa- 
dor Armour and Mr. Mann were, of course, utterly false. He said 
that the United Fruit Company did not guide United States foreign 
policy decisions, and that, on the contrary, the United States Gov- 
ernment from time to time found it necessary to guide and restrain 
the company in certain ways. Ambassador Armour and Mr. Mann 
never acted except in the interests of the United States. Ambassador 
Cruz agreed and said he insisted to President Castillo that this was 
so. He had discussed at length with Mr. Mann various aspects of the 
United Fruit Company problem and thought Mr. Mann was fully 
aware of its delicate nature. Ambassador Cruz thought that President 
Castillo Armas would sincerely welcome the Embassy’s frank opin- 
ion on political questions, and would appreciate being informed 
when he was making mistakes. Ambassador Cruz mentioned Mr. 
Mann’s recommendation to him that the Guatemalan Government 
present problems to the United Siates with a iittle less precipitous- 
ness as an example of a valid and helpful suggestion. 

Mr. Holland said that our objective was to clear up the Presi- 
dent’s masunderstandings about the Embassy, which raised a false 
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obstacle to the most effective solution of the abundant real problems 
facing Guatemala and the United States. Mr. Holland was convinced 
that the best way to do this was for Ambassador Armour and Mr. 
Mann to go to the President and inform him that, according to 
information received from Mr. Holland in a personal communication, 
there existed some misunderstandings which should be cleared up. 
Mr. Holland said that they would then proceed to have an open and 
frank discussion which would dissipate the false impressions which 
the President held. 

Ambassador Cruz said the solution he had in mind and which 
he had already suggested to Mr. Fisher was that Ambassador Ar- 
mour and Mr. Mann call on the President to discuss the problem of 
the return of the ports from the United Fruit Company to the 
Government. They would say that they had already discussed this 
with Ambassador Cruz and wished to take it up with the President. 
They would take the oppofiunity afforded to clarify their position 
on all of their points bothering the President, thus dispelling his 
doubts. 

He felt that the President had spoken with him in confidence 
concerning the Embassy, and did not expect that he would report it 
to the United States Government. Although he preferred his own 
suggestion, he would readily accept Mr. Holland’s decision to pro- 
ceed as he had indicated. 

Mr. Holland said he was convinced that the direct approach was 
the only way to clear it up adequately. He was also convinced that it 
would not damage Ambassador Cruz’s position but would enhance 
it. The United States was grateful to Ambassador Cruz for providing 
the opportunity to remove a source of unnecessary difficulty. Mr. 
Holland emphasized that the United States had no desire to do any 
injury to Ambassador Cruz and he was certain that the course he 
outlined would produce favorable results for Ambassador Cruz per- 
sonally. 
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21. Memorandum of a Telephone Conversation, January 25, 
1955, 12:15 p.m.’ 





PARTICIPANTS 


American Ambassador Norman Armour—Guatemala, Guatemala 
Mr. Thomas C. Mann, Counselor, American Embassy, Guatemala, 
Guatemala 

Assistant Secretary Henry F. Holland 


Amb. Armour telephoned and referred to Mr. Holland's tele- 
gram to him and Mr. Mann.’ He said his first reaction was that it 
was a bombshell. Since then they have tried to think up constructive 
suggestions to give on how to smooth out the situation. Amb. 
Armour said Mr. Mann would explain one or two suggestions but 
asked if, in the meantime, Mr. Holland had talked with Amb. Cruz. 
Mr. Holland said he had stepped out of his meeting with Amb. Cruz 
to take this call.’ Amb. Armour said he would like to be advised by 
telephone of that transpired at that meeting. Amb. Armour asked if 
Mr. Holland knew if Amb. Cruz was going down to Guatemala. Mr. 
Holland said he would find out. Amb. Armour [said] that, putting 
aside all personal feeling, he had in his cable to Mr. Holland set up 
his analysis of the causes of the problem. Now they had some more 
analysis to give him. Mr. Holland said that insofar as his analysis 
went, he thought they were 100% accurate. Next it was Mr. 
Holland's feeling that some sort of course of action as suggested in 
the cable to them would completely eliminate the problem. 

Mr. Mann said that their telegram 459* was done very quickly 
on Sunday afternoon. Since they sent it they have had more time to 
think it through since it was a surprise to them there. Mr. Mann 
said when he hit town in September ‘xe was handed a request for 
$260 million. He said there was severe disappointment when he told 
them it was unrealistic and when [fhen?] they shifted to programs 
that could be carried out. Disappointment was caused by US pro- 
moters, carpetbaggers and others who were all promising how easy it 
was to get it. An air of expectancy had been created by statements 
in Congress, by the press and others. They had a proposal for a 
highway network covering the country at an estimated cost of $60 





"Source: Department of State, Central Files, 714.00/1-2455. Confidential; Limited 
Distribution. Drafted hy Mabel Karydakis, Holland’s personal secretary. 
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million. He said that they had had a talk with the people there 
{including the top people) about it and convinced them that they 
could proceed road by road and not talk in terms of program now 
but in terms of work as the banks are ready to move. That was a 
shock and a disappointment as Mr. Mann looks back on it now. He 
said 
to 








he is not 


even ' 
wants give them a large deal of $60 million, there must be 
and 


face up to. 

There are two ways to eliminate the distrust. One is for the 
Ambassador and Mr. Mann to talk to 
explaining to him, as they have tried to 
are in Washington and that it is according Mr 
saia Mr. Holland couldn’t do any more than they could in Guatema- 
la because they suspect the entire State Department. Twice the 
Guatemalans have talked about going straight to the White House. 
The other course and the one Mr. Mann recommends is to have the 
President or the Secretary call in the Ambassador so that the 
Guatemalans would know that what the folks are telling them is not 
correct. He thinks, however, that it is a policy decision for the 
Department to make. He thinks if this were done then they would 
have a reasonable chance to work out the details. If not, it would be 
futile to try to get anywhere. 

Mr. Mann said that he has reason to suspect that the allegations 
about our relations with the companies, etc., by the Ambassador up 
here is because it is evident that he has a bias against them. There is 
no evidence that responsible people down there share that opinion. 
Mr. Mann said he could be wrong but he doesn’t think so. 

Mr. Mann said they wanted Mr. Holland to have this analysis 
before he talked with Amb. Cruz. 

Mr. Holland said he believed that these things are sensible: 
First, that the conference recommended in his cable to them should 
be held and should be frank and sparse and objective. Mr. Holland 
said l.< had the hunch that if it is held much of the problem will 
disappear. He has the further hunch that the conference Mr. Mann 
suggests Mr. Holland work up with the Secretary will be helpful. 
The combination of the two talks will achieve the results we want. 
However, he would not want them to postpone their talk there until 
th.. talk takes place up here and they should go right ahead. 

Amb. Armour asked if the Secretary would see the exchange of 
telegrams. . . . Mr. Holland said that he would arrang> that. 


‘i 
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22. Telegram From the Ambassador in Guatemala (Armour) 
to the Department of State’ 





Guatemala City, January 25, 1955—6 p.m. 


462. Mann and I had a long and satisfactory talk with Castillo 
late afternoon January 24 (Deptel 429). I began by saying we were 
informed Ambassador Cruz had made certain statements concerning 
my Embassy which the Department considered useful in clearing up 
possible misunderstandings. Cruz statements could be divided into 
three main categories—{a) the amount of American aid (b) Embassy's 
relations with Cordova Cerna (c) Embassy's relations with officials 
American companies. Did the President wish to comment on these 
subjects? 

President forthrightfully expressed his dissatisfaction with lack 
progress in economic field. He said Guatemala was show-case for 
entire world to see and economic failure his regime would have far- 
reaching consequences. The question was what to do to get things 
moving now rather than in future. He needs more aid and advice. 
He referred particularly Pacific coastal highway and mentioned corn 
shortage. He said Ambassador Cruz had been asked deliver letter 
President Eisenhower which stressed Guatemala’s urgent needs and 
invited President to send representative here to survey situation. He 
did not know whether letter had been delivered. 

We expressed our general agreement with these views and 
reminded him of accomplishments since mid-September. We said 
first four months were hardest and were confident fruits our past 
and future efforts would, with necessary cooperation of sovernment, 
begin to show more and more in morths to come. Regarding Pacific 
highway, USOM had been ready since December 21 pay bills, but 
due to government's vacillation in first preferring private contractors, 
then caminos, then private contractors again, followed by dismissal 
of Minister Communications, had resulted in loss month for which 
we would not accept responsibility. We did, however, regret loss of 
time between mid-September and mid-December in obtaining deci- 
sion on aid and arranging for disbursements. Re corn: Did President 
realize that Washington had in substance offered make available 
over million dollars worth corn at only nominal cost Guatemalan 
Government and that only problem was formula might have resulted 
delay in construction Pacific highway.’ He said this had not been 





"Source: Department of State, Central Files, 814.00/1-2555. Secret; Limited 

Distribution. 
* Discussions between officials of the Department of State and the Foreign 
Operations Administration concerning a donation of corn to Guatemala began in late 
(Continued) 
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adequately explained to him by his Ministers. There followed con- 
structive discussion positive steps that could be taken which will be 
reported separately. 

President expressed surpzise and ignorance Cruz’ remarks on 
subjects our relations with Cordova Cerna and with officials Ameri- 
can companies. Remarked Cordova apparently working loyally at 
present and referred to recent cordial conversation with official 
UFCO. Volunteered he had at no time expressed dissatisfaction with 
_ efforts Ambassador or Counselor. Agreed he and I should meet 
regularly each mid-week for review problems and is to dine with me 
on Thursday. To protect Cruz, I emphasized we were not complain- 
ing actions his Ambassador who seemed to be trying his best serve 
Castillo. 

We conducted conversation with the dignity which the situation 
demanded. If this Embassy is to be effective in discharging its many 
responsibilities here it must and will be respected. After President 
disavowed any dissatisfaction with Embassy, conversation was cor- 
dial. 

We are more convinced than ever (Embtel 459) that aside from 
his immediate political problems, Castillo’s main concern is failure 
get a public works program started quickly and frustration at delay 
in dealing effectively with agrarian reform, labor, and other prob- 
lems pressing in on him. There are moments when he seems almost 
pathetic. He must literally be led by the hand step by step. It will be 
a difficult task to do this without arousing nationalistic reactions, 
but we intend expand scope our efforts with Klein and Saks as one 
of main vehicles. 

It is relatively easy plant in his mind suspicion that Embassy 
responsible for delay in getting financial and technical aid programs 
going, and from this to suggest ulterior motives and conspiracies 
with real and fancied opposition elements. To degree which we 
cannot precisely determine, we believe Cruz added to and embroi- 
dered on what President actually said. Whether these or similar 
charges are made in future will probably depend on whether he can 
get his government operating smoothly and effectively and on 
whether he gets aid quickly and in what he considers adequate 
quantity. 








Armour 





(Continued) 

December 1954, and continued intermittently into 1955. The first shipment of corn to 
Guatemala was approved in April 1955; for additional infomation, see the Department 
of State Bulletin, August 1, 1955, p. 196. 
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23. Memorandum of a Conversation Between the Assistant 
Secretary of State for Inter-American Affairs (Holiand) 
and President Castillo Armas, Guatemala City, February 
14, 1955' 





I outlined to the President our views on a number of points: 
General US. Attitude Towards Guatemala 


The Pr.sident, Vice-President, Secretary of State and all top U.S. 
Government officials have a constant and intense interest in seeing 
that the Government headed by Colonel Castillo Armas is successful. 
Our Government assigned to Guatemala an Ambassador whose 
prestige and recognized abilities serve as a measure to the world of 
the importance which we attach to the success of his Government. 
We assigned to the Embassy one of the most capable younger 
Foreign Service Officers to insure that the Ambassador would have 
vigorous resourceful support in his task. 1 was particularly interested 
in the assignment of Mr. Mann because my long close contact with 
him has given me complete confidence in his judgment and ability 
to meet fully the very difficult problems of his assignment. I assured 
the President that through the Ambassador and Mr. Mann, he had 
rapid and constant access to all officers and agencies of our Govern- 
ment and that, if he accepted my assurances regarding our desire to 
support him, he could get maximum benefit from these policies 
through close constant and detailed contact with the Ambassador 
and the Counselor. 

The president thanked me for these expressions and emphasized 
his confidence in our officers here. He explained the great difficul- 
ties which he is encountering in his task, mentioning particularly the 
lack of experienced and capable personnel. He said that he himself 


was poorly prepared to cope with many of his problems and that he 
desperately needed advice and guidance from us. 


Oil Legislation 
I explained that I was a lawyer, only recently entered in 


Government service, and that much of my practice had been in the 
petroleum field; that a few days ago I had seen a memorandum on a 





"Source: Department of State, Central Files, 611.14/2~-1655. Confidential. This 
memorandum of conversation was forwarded to the Department as Enclosure 1 to 
despatch 699 from Guatemala City, February 16. Assistant Secretary Holland accom- 
panied Vice President Nixon on a tour of 11 countries of Central America and the 
Caribbean, February 6-March 5. The group was in Guatemala, February 12-15. In 
despatch 690 from Guatemala City, February 24, the Embassy recorded its 
of the Guatemalan response to Nixon's visit. (/bid, 814.00-TA/2-2455) Additional 
documentation on the Nixon trip is ibid, 033.1100—-NI. 
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draft of an oil law which had gravely concerned me in that the 
terms were such as would logically obstruct the entry of responsible 
oil companies into the local field. I said that I feared it might 
facilitate the entry of a few companies, but at the expense of broad 
access to the entire industry wh::': was essential to the development 








from Mr. Merritt. He said that he would utilize their hzip, but that 
he would reach no final decision without consulting with Mr. Mann. 
I said that this course would gratify me as I was sure that Mr. Mann 
would give me an opportunity to comment on any proposed final 
decisions; thus the President’s proposal would assure him of whatev- 
er help I could give on the subject as well. 

I emphasized the ‘:>ortance of adopting a complete petroleum 
law rather than piece-m: al regulations which would force oil compa- 
nies to make decisions on such matters as exploration without 
knowing just what the regulations would be on other phases of the 


industry. 
Economic Programs 

The President discussed generally the importance to his Govern- 
ment of an effective economic program and of measures to reduce 
unemployment. I replied that an economic program required ade- 
quote plannirg, effective personnel and adequate financing. As to 
the planning, we would help as much as we could on the problem of 
personnel, the recent FOA contract with Klein and Saks should 
greatly increase our assistance. On the question of financing, I said 
that there were several ways that we could be helpful: 


ee Se 2 Oe en ae for the Roosevelt 


Hospital and the Pacific Highway. | explained that it was difficult 
for us to give amounts of aid in this category because it 
inevitably requests from other governments to whom we 


dy ty fw my I said that I felt we could continue 
some grant t that I hoped he could understand the serious 


seabhene that it caused us. 

2. Inter-American Highway. I explained that grant aid for the 
sunghullon of the Inter-American Highway was much easier for us 
because our Government and our Congress were accustomed to 
thinking of grant aid for this project, and that appropriations for this 
purpose would not provoke requests from other governments, be- 
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an 
condition that the investmen amortized through a 10 cent 
gasoline tax. I said that I could not an opinion on these 
Seapecdin, but would sapest Gham to the Raibecey. 

Coffee Prices 


it was the purpose of our Government to depress the price of coffee. 
I said our policy was to permit the price to be determined by the 
free influence of the factors of supply and demand. | described to 
him the decision of the Bell Senate Committee, recommending that 
the coffee be subjected to Government regulation and said that I felt 
sure that for tne immediate future the policy of our Government 
would be to avoid any attempt to regulate coffee prices. 


German Problem 
He said his Government was troubled by the insistence of the 


ties had been politically popular, and his Government would be 
criticized if it were to do so. He said that he was willing to pay a 
token indemnity of $10 or $15 million for the properties, but that he 
would not return them. He said he was willing to discuss the 
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problem in Guatemala or in Washington, but that he would not 
accept proposals for its discussion in El Salvador. 

I said that I was not prepared to discuss the matter myself but 
that | would report his views to our Government. 


Establishment in Guatemala of a Branch Office of an American Bank 
The President said he was very anxious to persuade some 











24. Telegram From the Ambassador in Guatemala (Armour) 
to the Department of State’ 


Guatemala City, February 15, 1955—4 p.m. 


493. For Dulles from Nixon. My personal observations here 
supplemented by conferences with Embassy and government officers 
including President convinces me that vigorous US support essential 
to preserve in power the first government in history resulting from 
overthrow of a Communist regime. Failure abundantly to insure 
stability this government would mark loss of opportunity which 
may not recur for years; will discourage oppressed peoples every- 
where in world and would reflect unpardonable inaction on part US 
Government. | appreciate efforts of various government agencies 
heretofore but I am convinced they have been inadequate and that 
danger to Castillo Armas’ government is increasing. | urgently rec- 
ommend to you, to President and all members cabinet following 


program. 


1. Strong support for Congressional appropriation next fiscal 
year adequate to complete and pave inter-American highway Guate- 
mala City to Mexican border. Bureau public roads estimates total 
cost $27 million. Completion highway will uce increase in 
tourist trade which is critically and solution grave 
a ae problem. Financial straits Guatemalan Government 
ca by robberies Arbenz regime and falling coffee prices make it 





*Source: Department of State, Central Files, 033.1100-NI/2-1555. Confidential, 
Priority. 
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Ne ee ee Se ae eas Sutenden 
share cost inter- American 





problems 
av next fiscal year for way purposes estimated not less $3 
Rigfoonay purpeses eotimatod nat lass $3 


Announcement that administration and International Bank will 
support foregoing program for next fiscal year will have decisive 
political and psychological effect here and will in my judgment give 
Castillo Armas government stability necessary to continue in power 
and carry out its programs for economic development Guatemala. 
Achievement this end so important to US throughout world that we 
cannot afford to haggle as to whether few millions less or few 
months more delay would be dangerous. I feel strongly limitations 
amount aid granted heretofore and delays in its extension have 
gravely imperiled basic and vital interests US in world-wide fight 
against Communism. I urge complete revision our approach regard- 
ing aid to this government and realization measures generally appli- 
cable in this hemisphere must not control our decisions regarding 
Guatemala. 

Foregoing comments and recommendations have complete ap- 
proval Ambassador and Counselor as well as Chief, USOM, repre- 
sentative International Bank, and Assistant Secretary Holland. 

In submitting foregoing recommendation regarding financing 
inter-American highway I am not foreclosing possibility that during 
or after my trip through area I may recommend additional appropri- 
ation for further work on highway in other Central American 
countries. | am more and more convinced that there is nothing 
which our government can do in this area which will serve our 
foreign policy as effectively as would completion of this highway to 
the Panama Canal. 

Recommend this cable be repeated to International Bank with 
request that it advise urgently whether it will promptly grant Pacific 
Coastal and Guatemala City—Puerto Barrios loans. If it cannot they 
should immediately be referred to Export-Import Bank.’ 

Armour 





? A handwritten notation beside this paragraph indicates that these recommenda- 
tions were carried out by the Bureau of Economic Affairs. 
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25. Letter From the Deputy Under Secretary of State for 
Political Affairs (Murphy) to the Director of the Foreign 
Operations Administration (Stassen)' 


Washington, March 4, 1955. 


DEAR MR. STASSEN: The enclosed letter of January 12, 1955, 
from the Assistant Secretary of Defense, Mr. Struve Hensel,” pro- 
poses that the President be requested to make the findings which are 
required by the Mutual Security Act of 1954 to establish the 
eligibility of Guatemala for grant military assistance under a bilateral 
military assistance agreement. 

In addition to the United States military advantage of a bilateral 
agreement with Guatemala, in which that country would agree to 
commit certain of its armed forces for hemisphere defense, the 
Department of State believes that the provision to Guatemala of 
grant military assistance under such an agreement would assist in 
the attainment of important United States political objectives in 
Guatemala. The present Guatemalan Government, which came ‘o 
power by removing a communist-controlled government, is the re- 
cipient of United States economic assistance intended to help stabi- 
lize the economy of the country and assist the present Government 
in maintaining popular support for its anti-communist policies. 
However, the economic assistance being provided makes no direct 
contribution to winning and maintaining the support of Guatemalan 
Armed Forces, which probably will assert the determining influence 
in any political crisis. In the opinion of the Department of State, a 
bilateral military assistance agreement with the United States would 
have considerable appeal to Guatemalan Armed Forces and be a 
major step in the direction of assuring their continued support of the 
present non-communist Government. 

I recommend that the President be requested to establish the 
eligibility of Guatemala for grant military assistance by making the 
following determinations required by the Mutual Security Act of 
1954: that the increased ability of Guatemala to defend itself is 
important to the security of the United States (Section 105 (a)); that 
defense plans require Guatemala to participate in missions important 
to the defense of the Western Hemisphere (Section 105(b) (4)); and 





‘Source: Department of State, Central Files, 714.5-MSP/1-1255. Secret. In a 
memorandum dated March 2, Sparks forwarded a copy of this letter to Acting 
Secretary Hoover, with the recommendation that he sign it. In a note dated March 3 
to John Goodyear, Special Assistant to Deputy Under Secretary Murphy, Robert K. 
Sherwood of the Executive Secretariat recommended that Murphy, rather than 
Hoover, should sign the letter to Stassen. 

* Document 14. 
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that the furnishing of military assistance to Guatemala will strength- 
en the security of the United States and promote world peace 
(Section 141).° 
Sincerely yours, 
Robert Murphy‘ 





> In a memorandum to the President, April 30, Stassen transmitted the recommen- 
dation of the Departments of State and Defense that the President make the necessary 
findings prerequisite to granting military assistance to Guatemala. (Department of 
State, Central Files, 714.5-MSP/5-555) In a memorandum to Stassen, May 2, Presi- 
dent Eisenhower authorized the initiation of negotiations with Guatemala looking 
toward a military assistance agreement under the provisions of the Mutual Security 
Act of 1954. (/bid.) Talks between representatives of the United States and Guatemala 
began in Guatemala City on June 10. An agreement was signed on June 18, and 
entered into force on that date. For text, see 6 UST (pt. 2) 2107. For additional 
information, see press release 339, June 10, Department of State Bulletin, June 20, 1955, 
p. 1019; and press release 367, June 20, ibid, July 11, pp. 85-86. 

* Printed from a copy which bears this typed signature. 





26. Memorandum From the Deputy Director of the Office of 
Regional American Affairs (Jamison) to the Assistant 
Secretary of State for Inter-American Affairs (Holland)' 


Washington, Miarch 21, 1955. 
SUBJECT 

Assignment of Intelligence Advisers to U.S. Army Missions in Latin 

America 

The Ambassador of Guatemala has requested the Army to 
assign an intelligence adviser to the U.S. Army Mission in Guatema- 
la. This adviser is to set-up a program in the Guatemalan Army to 
train personnel in internal security and counter-intelligence. The 
Army has already indicated that it will supply the requested officer 
if the Department of State concurs. 

The Army has heretofore consistently refused to provide such 
personnel for assignment to military missions in Latin America 
because the Army considered it would result in disclosure of its 
counte7-intelligence measures. The present decision on the part of 
the Army to supply the requested personnel represents a change of 
policy. The Army has indicated that it would be prepared to supply 





* Source: Department of State, Central Files, 714.58/3-2155. Confidential. 
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such personnel to other countries in Latin America if requested to do 
so. 

The assignment of an intelligence adviser to perform the func- 
tion of training military personnel in internal security and counter- 
intelligence raises the question of whether such an assignment will 
serve as a precedent for the assignment of such advisers to missions 
in other countries where their advice may be used to help control 
the non-communist opposition rather than communist or other actu- 
ally dangerous subversives. This danger should be recognized and we 
should insist that any approval of the Guatemalan request is based 
upon unique circumstances and that any future request for such an 
assignment be reviewed by the Department. In the specific case of 
Guatemala, the assignment of a qualified intelligence adviser might 
help establish closer relations with the military so that we could 
keep better informed on its activities. On the other hand, the 
Guatemalan military might consider such an intelligence adviser a 
threat to any plot which it might be hatching against the govern- 
ment and the Guatemalan military might be even less willing to take 
our military into its confidence. 

In view of the special circumstances in Guatemala with respect 
to the maintenance of internal security, and in view of the fact that 
the President of Guatemala has requested this intelligence adviser 
and Amb. Armour has concurred in this request, through a letter to 
General Trudeau,’ it is recommended that the Army be informed 
that we concur in supplying the requested officer. It is suggested 
that the Army also be informed that we consider this case unique 
and we desire to be consulted if similar requests are received from 
other Latin American governments, so that such requests may be 
considered on their merit. At the same time, it is suggested that 
Amb. Armour be informed of this action and that he be requested to 
pay particular attention to the manner in which the activities con- 
templated by this assignment are carried out to insure that they are 
confined within proper limits and assist in the achievement of our 
objectives.” 





* Major General Arthur G. Trudeau, Assistant Chief of Staff for Intelligence. 

>In a memorandum of March 24, George O. Spencer, Acting Officer in Charge of 
Inter-American Military Assistance Affairs, informed Colonel William F. Kaufman, 
Chief of the Latin American branch, G-3, Department of the Army, that the 
Department of State approved the assignment of an intelligence adviser to the U.S. 
Army mission in Guatemala. (Department of State, Central Files, 714.58/3-2455) 
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27. Memorandum of Conversations, Department of State, 
Washington, April 28-29, 1955" 


SUBJECT 

Current Situation in Guatemala and Projected Aid Program 
PARTICIPANTS 

ARA—Mr. Holland, Mr. Sparks, Mr. Krieg 


AmEmbassy—Guatemala—Mr. Mann 
MID—Mr. Newbegin, Mr. Fisher 


Ambassador Cruz Salazar 


Mr. Mann said the Guatemalan Ambassador to Washington 
constituted a problem. He felt left outside of affairs, and complained 
of inadequate liaison with our Embassy in Guatemala. He was 
obviously annoyed and frustrated because the substantive relations 
with Guatemala were being conducted through our Embassy in 
Guatemala, and Mr. Mann thought that this had caused the Ambas- 
sador resentfully to poison the minds of high officials in Guatemala 
on occasions when he returned there on consultation. Mr. Mann 
suggested that Mr. Fisher should meet with Ambassador Cruz regu- 
larly to keep him as fully briefed as possible. All agreed. 


Army 


Mr. Mann said that Castillo Armas must keep the key colonels 
on his side to stay in power. The Embassy believes that he has been 
alienating some of them by some of his policies, such as the 
treatment given to Monzon.* Castillo is now in a stalemate with the 
Minister of Defense, Colonel Close, who is probably the most 
outstanding military figure in the country now, and appears to be a 
capable and intelligent army officer. Castillo would probably have 
removed him before this if he had the strength. Colonel Niederheit- 
mann, Colonel Mendoza, and other liberation figures with army 
background advised Castillo against firing Close now, as Close might 
simply move into the presidential office. Mr. Mann said that the 
question of handling the army was the only one in which the 
Embassy had not become involved. Castillo Armas evidently consid- 





‘Source: Department of State, Central Files, 714.00/4-2955. Secret. Drafted by 
Fisher, Officer in Charge of Guatemalan Affairs. 

? Colonel Elfego Hernan Monzon Aguirre wac a member of the Junta of Govern- 
ment which assumed control of Guatemala following the resignation of President 
Arbenz in 1954. 

> Lieutenant Colonel Enrique Close de Leén. 














72 Foreign Relations, 1955-1957, Volume VII 





ered himself able to make decisions on this without help from 
outside his own inner circle. 

Mr. Holland inquired whether the Army Attaché was qualified, 
and when informed that a replacement was due to arrive shortly, he 
put in a telephone call to General Trudeau, who was said to be 
personally acquainted with the new man. Mr. Mann said he would 
not advise that the Army Attaché endeavor to mold the political 
thinking of Guatemalan army officials. This was the most delicate 
possible kind of activity which could more than likely blow up in 
one’s face. 


Conservative Groups 

Castillo’s immediate political opposition is in the conservative 
groups, of which Juan Cordoba Cerna is a leading figure. Many 
members of these factions subscribe to extreme measures and openly 
claim they would like . . . to purge Guatemala of its alleged Com- 
munist population. These men . . . bring great pressure on Castillo. 


Arbencista Elements 


Mr. Mann said the Leftist and Communist groups are still 
dispersed, although activity is picking up. Our intelligence on this is 
increasingly good, as is our intelligence on the Government. 


Current Political Atmosphere 


Mr. Mann described Guatemala politics as an incredible maze of 
intrigue, fathered by ignorance, ine~perience, and native suspicion. 
He cited the example of Clemente Marroquin Rojas’ attack on Mr. 
Mann for allegedly recommending his expulsion. The Embassy had 
learned that the story came from inside the palace, where someone 
was busily adding to the thick layer of lies and rumors which 
covered the city, and which holds up the business which has to be 
transacted. President Castillo trusts no one, and seems to believe the 
last man who has spoken to him, in many cases. Not even his own 
cabinet ministers can be informed of matters discussed by the 
President with the Embassy. A further complication is the presence 
of John Dougherty, who has the President's ear. The Embassy 
believed he was misleading the President, ... Jerry DeLarm was 
apparently lying low, for the time being, at least. His was strictly a 
problem of money... . 


Pacific Slope Highway 


Mr. Mann said that Guatemala was unable to meet its commit- 
ment under the February agreement to contribute $1,500,000 to the 
Pacific Slope Highway. He recommended that we consider amending 
the agreement to make it realistic. All agreed. 














Mr. Mann said there were a number of encouraging signs. A 
workable oil law was nearly finished. The Texas Gulf Sulphur 
Company was among the U.S. firms interested in prospecting for 
minerals. The United Fruit Company may still invest considerable 
sums to salvage its Bananera properties without waiting for settle- 
ment of the anti-trust suit. Mr. Mann felt the Company should 
amend its North Coast operating contract within the next few 
months, before conditions develop which may make it more difficult 
for the Company. The Empresa Electrica is working up to a 
$22,000,000 investment, probably financed by Eximbank, for power 
expansion. However, the Company is acting badly and has not won 
the confidence and respect of the Guatemalans. The Minister of 
Public Works* is decidedly hostile to the Company, as are many of 
the ministry officials. 


Level of Aia 


Under Arbenz, the Government ran up an internal debt of 
almost $50,000,000, spending was free and easy, and trade was fairly 
brisk. In contrast, under Castillo Armas, who not only has no 
$50,000,000 to spend, but must begin to pay it back, commercial 
activity has gone into a slump and private capital has not regained 
confidence. Arbenz benefited from the highest coffee prices, while 
under Castillo Armas a serious drop in the market has resulted in 
unexpected budget retrenchment. In his last year, Arbenz had 
$90,000,000 available to spend. Even with U.S. aid, Castillo Armas 
had only $84,000,000, and prospects for the coming fiscal year are 
even more dim. To keep up the level of activity, additional funds 
must be pumped into the internal economy. International reserves 
have gone down $3.4 million, comparing the peak month of March. 
The IMI has recently concluded that this is about the maximum safe 
level, which means they should not be drawn upon.° It is impracti- 
cable to expect the present Government to float further internal 
bond issues, in view of the existing heavy debt and lack of confi- 
dence. 

The IBRD already has a loan program in sight which exceeds 
$20,000,000. This includes money to cover the dollar costs of the 
Atlantic and Pacific Coast Highways, INFOP, Agriculture Opera- 
tions, and miscellaneous loans. If we add $22,000,000 for expansion 
of electric power facilities and miscellaneous small loans, it is safe to 





* Juan Luis Lizarralde, Minister of Communications and Public Works. 
° The words “borrowed on” were deleted from the source text at this point and 
replaced with “drawn upon.” 
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say that a level of $50,000,000 is in sight, which, added to the 
internal debt gives a total of $100,000,000. This would be a drain of 
some $10,000,000 a year on the budget for debt service, or about 14 
percent of the budget, a high proportion by any standard. Borrowing 
for the Inter-American Highway would therefore automatically re- 
duce the scope of the planned economic development program. 

Equally important, Mr. Mann stated, is the psychological effect, 
not only in terms of creating confidence and economic stability by 
refraining from borrowing too much, too fast, but as a measure of 
our willingness to support the regime until it can stand on its own 
feet. Another important factor is the traditional hard money policy 
of Guatemala which is based on a practice of no foreign debt. 

The Embassy’s recommendation is for grant aid for the follow- 


ing proposed (tentative) projects: 


Pacific Slope Highway 
Highway Maintenance 
Rural Resettlement 
Roosevelt Hospital 
WEEN dddhlihadededsecdsdsndenadogsectiias — $14,000,000 


Mr. Mann said this program would permit Guatemala to pay its 
own share of the Inter-American Highway next fiscal year, as it had 
$4,800,000 budgeted for highway maintenance, part of which could 
be diverted if our grant program were carried out. 

Mr. Holland pointed out that the only question was whether 
the $4,000,000 of the total grant-loan program was to be in the form 
of an Eximbank loan or an FOA grant. He requested justification for 
making it a grant. 

Mr. Mann said that considering the present debt level and the 
low state of public confidence in Castillo, to require that the 
Government borrow the $4,000,000 for the Inter-American Highway 
rather than receive budgetary relief through a grant, would cause an 
adverse psychological and political reaction in the country of suffi- 
cient seriousness to make it inadvisable that we take the risk. 

Mr. Mann said that under present conditions we must avoid 
measures which would weaken Castillo Armas. He thought that 
requiring Guatemala to borrow the $4 million now would, in fact, 
weaken him. Furthermore, Mr. Mann said, an adequate grant ($14 
million) at this time would strengthen our bargaining position in 
Guatemala, which could prove to be an important consideration. Mr. 
Mann said this was the Embassy’s conclusion after a detailed exami- 
nation of all the factors in a situation which obviously did not lend 
itself to mathematically precise determinations. 
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Mr. Holland said that his own guess from this distance would 
be that the effect of borrowing the $4,000,000 for the Inter-Ameri- 
can Highway would be favorable rather than the contrary. However, 
he intended to be guided by the views of the capable men we had 
on the spot and accepted without reservation the recommendation 
tor expanding grant aid from $5,000,000 to $14,000,000. 

Mr. Holland telephoned Mr. Nolting, who recommended that in 
the Congressional hearings next week, Mr. Holland take the oppor- 
tunity to support an increase in grant aid for Guatemala from 
$5,000,000 to $14,000,000. It was hoped that if a committee member 
raised the question of adequacy of aid to Guatemala, Mr. Holland's 
testimony might result in the bill’s emerging from ihe Congress with 
the latter figure incorporated in it, which would make it unnecessary 
to compete for the share of the possible contingency fund. Mr. 
Holland directed that a memorandum to the Secretary be prepared to 


establish the Department's position along the foregoing lines.° 





*In a memorandum of May 3, Holland recornmended to Dulles that he authorize 
the Department of State to support an increase from $5 million to $14 million in fiscal 
year 1956 grant aid to Guatemala in Congressional consideration of Mutual Security 
legislation. (Department of State, Central Files, 714.5-MSP/5-355) 





28. Telegram From the Ambassador in Guatemala (Armour) 
to the Department of State’ 


Guatemala City, May 8, 1955—9 p.m. 


599. Officials concerned have reviewed problems internal securi- 
ty (Department circular telegram 649”) and agree US security policies 
this hemisphere have thus far paid more attention building up 
defenses against threat of overt hostilities with non-American state 
than to continuing menace internal Communist subversion which 
deserves more attention. Our basic concept is that danger of success- 
ful Communist insurrection here is presently more remote than in 
areas contingent [contiguous] to Soviet sphere and while there is 
substantial room for improvement in Guatemalan security services 
we should not deceive ourselves such improvement would provide 





"Source: Department of State, Central Files, 714.5/5-855. Top Secret; Priority. 
This telegram was transmitted in two parts. 
* Dated May 6, not printed. (/bid,, 700.5/5-655) 
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substitute for basic measures to reduce political and economic insta- 
bilities and to create climate in which Communist conspiracy could 
not thrive. 

In this context following are our answers Department circular 
telegram 559.° 

I. Threat of Communist subversion: Overt Communist apparatus 
collapsed last summer with overthrow of Arbenz regime and has not 
yet been reconstituted underground to point where in itself presents 
current threat to stability. It is outlawed, its visible activities are 
largely confined to small scale clandestine propaganda and it has 
apparently not yet achieved any important penetration of govern- 
ment or other key parts of social structure. Its main chance for 
comeback lies in continuing political instabilities and unsatisfactory 
economic conditions. Castillo Armas government continues be 
threatened with dissident or ambitious groups to left and right 
which in cooperation with military elements and encouraged by 
economic dissatisfactions potentially have capability overthrowing 
government and creating political confusion in which Communist 
conspiracy could blossom again. That this has not occurred is at least 
partially due to fact potential opposition is itself deeply divided. 
Basic facts are that Castillo regime depends on will of armed forces 
and that at present they are divided by conflicting personal ambi- 
tions and by unhealed breach between liberation and regular offi- 
cers; former favoring tough authoritarian rule with widespread 
purges. Castillo’s current policy is to follow middle path between 
two, playing one off against other and relying on his personal 
popularity and backing of US to discourage united move against his 
government. If this policy should break down possibility would exist 
of increased scope for Communist subversion. 

Il. Adequacy of indigenous counter measures. 

a. Castillo government recognized threat and has will to act. 
However on most secondary levels of government officials have 
insufficient detailed knowledge of Communist organization tactics 
and personality to strike accurately at Communist conspiracy. 

b. Capabilities of indigenous forces. 

(1)(a) Principal Guatemalan agencies concerned with suppression 
Communist subversion are Committee for National Defense t 
Communism (CDNCC), National Police, security police, itary 
intelligence and Presidential investigating . All devoid 
of trained personnel and ill-defined authority agencies leads to 
confusion. In early days after fall Arbenz, agencies failed to appre- 


hend —_ ommunist most of whom appear to have escaped 
country. Si then less than half dozen second echelon Communists 





* Dated March 23, not printed. (/hid, 700.5/3-2355) 
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year is of two putting out clandestine “me mse 
ema re od about 5 thousand persons arrested, 


some several times, on Communist activities, most in first 
weeks after revolution. Virtually all released after administrative 
hearings. tig age Fy Bag here ‘suspects’, hold them 
for few days or 
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have arisen CS 6 ee See Bere oS Sees 
pany, which has not been resolved. Under anti-Communist 
Ww CC has power detain persons up to six months without 


trial. Its indiscriminate use of this power has raised possibility 
constitution will contain article forbidding imprison- 
pote od police and mili | 
t tary power to apply 
vata) users ha sufficient pe 
(2) Military action: Need to apply full scale military action 
against insurrection does not appear likely at this time. 


c. Support of countermeasures by local population: Support 
Guatemalans will give in future depends on improvement of security 
system. Majority of politically conscious Guatemalans are anti- 
Communist and would like to see Communist subversives caught. 
However there is increasing resentment against CONCC’s methods 
arrest and increasing tendency to forget reason for anti-Communist 
measures and to focus on injustices of system. 

Ill. Analysis of programs: US programs here have consisted of 
advice and supplying of data on local Communist movement on case 
to case basis assistance towards improving CDNCC, sending of 
police officials for training, making available radio equipment and 
technicians for location clandestine stations, and assignment of US 
military intelligence officer to work with Guatemala military intelli- 
gence. These programs have not yet matured because (a) insufficient 
time for effects of training and advice to be felt and (b) highly 
delicate political and personality problems in Guatemalan security 
agencies which have to date precluded rapid action towards neces- 
sary reforms and reorganization. 

IV. Recommendations. 

(1) That we continue to place primarily emphasis on adequate 
economic, technical, military assistance and diplomatic programs 
designed to promote sufficient political and economic stability to 
minimize subversive danger. 

(2} That we continue programs outlined in paragraph 3 above 
with special emphasis on seeking to persuade government to im- 
prove organization and staffing of security organization. 
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(3) That we . . . convey to local authorities information con- 
cerning activities of Guatemalan Communists in exile and others 
potentially linked with Communist underground here. They cannot 
do this for themselves. 

(4) We have not hitherto recommended material or financial aid 
to raise standards of police security forces because this would 
involve greater expenditures which Circular 559 confirms Depart- 
ment does not want. Apart from obvious political risks we could not 
subsidize police without stimulating demands other organizations. 
However we wish to underscore effective machinery to control 
Communist subversion unlikely unless it can attract competent per- 
sonnel. 

(5) We agree fully with logic that local government should be 
encouraged look upon their regular forces primarily as instrument 
for dealing with subversion. We doubt, however, that it is realistic 
here at this time because of psychological factors. Guatemalan offi- 
cers corps is deeply inculcated with ancient traditional and ethical 
concepts of profession of arms and any effort to regard them or 
make them regard themselves as policemen would be an outrage to 
their sense of honor. Our military missions have been working 
quietly to reduce pressure for combat material in favor of support 
but it has been impossible to go beyond this without causing 
resentment. There is little we could do which would open breach 
between Castillo and military so quickly than to pressure him into 
making military give up their traditional role as soldiers. 

Armour 
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29. Memorandum of a Conversation Between the Adviser for 
Political and Security Affairs to the United States Mission 
at the United Nations (Armour) and the Guatemalan 
Representative at the United Nations (Arenales Catalan), 
New York, May 11, 1955' 


SUBJECT 
Guatemala 


A few days ago Arenales said he planned to draw up a memo- 
randum for submission to Ambassador Lodge* which he hoped 
would be transmitted to appropriate US officials. This memorandum 
would outline a sort of “Declaration of Truth” to be negotiated and 
subsequently publicized by the Governments of the United States, 
Guatemala, Honduras and Nicaragua. This Declaration would serve 
to convince world opinion that the Castillo Armas revolution was 
nationally inspired and not the product of outside intervention. In 
this connection he referred to a remark of Nehru’s’ at the Bandung 
Conference.‘ When someone had referred to Soviet satellites, Nehru 
had replied the US had them too, e.g. Guatemala. 

Arenales appeared upset by what he referred to as the tragic 
mishandling of the revolution by the US. He indicated that the 
publicity the US had received during that period had placed Guate- 
mala in an unenviable position vis-i-vis her relations with the US 
and other Latin American countries. He believed a “Declaration of 
Truth” is necessary in order to clear the air. He said he had 
discussed this with President Armas before leaving for the US but 
that the President did not quite seem to grasp the idea. 

Subsequently Arenales paid a courtesy call on Ambassador 
Lodge. He told him he was planning to submit this memorandum in 
the near future. He also said that should the US government wish to 
deal directly with President Armas and not through the Embassy in 
Washington or through his Foreign Office, they could deal with him 
as he has a direct line with the President. 

Comment: Arenales in all his conversations with USUN seems to 
be trying to give the impression he is here as Permanent Guatemalan 





*Source: Department of State, Guatemala Files: Lot 59 D 6, Memoranda of 
Conversation. Confidential. The Guatemalan Ambassador was Emilio Arenales Cata- 
lan. Norman Armour left his post in Guatemala on May 9. He was succeeded by 
Edward J. Sparks, who was appointed on June 14 and presented his credentials on 


29. 

* Henry Cabot Lodge, Jr, U.S. Representative at the United Nations. 

* Jawaharlal Nehru, Prime Minister and Foreign Minister of India. 

*The Conference of Asian-African Countries, held at Bandung, Indonesia, April 
18-24, 1955. 
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30. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Under Secretary 
of State (Hoover)' 


Washington, May 20, 1955. 
SUBJECT 


Outline Plan of Operations for Guatemala’® 
Di = 


The Outline Plan of Operations for Guatemala under NSC 
5432/1" is to be discussed at the OCB meeting on May 25. The 
salient feature of this Outline Plan is the conclusion that the 
collapse of the present Guatemalan Government would be a disas- 
trous political setback for the United States and that we should 
therefore provide the emergency assistance necessary to keep the 
Castillo Armas Government in power. In order to rebuild Guatema- 
la’s economic health and strengthen the prestige of the Government, 
it is proposed to: (a) complete the Inter-American Highway in three 
years (estimated cost to the U.S., $38,500,000); (b) give Guatemala 
economic development assistance to pay part of the cost of complet- 
ing the Atlantic and Pacific Highways and other projects 
($14,000,000 in FY ‘56) and (c) supply funds to help equip the 
Roosevelt Hospital, a building with U.S. technical assistance since 





* Source: Department of State, OCB Piles: Lot 62 D 430, Guatemala, 1954-1955. 
Top Secret. Drafted by Krieg. 
* Not printed 


> For text, see Forrign Relations, 1952-1954, vol. tv, p. 81 
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1943 ($500,000). In addition it is hoped through the technical assist- 
ance program to help the Guatemalan Government modernize its 
administrative and financial systems as well as to improve agricul- 
ture, public health and education. The paper also urges that solu- 
tions be sought for the problems of the three major U.S. companies 
operating in Guatemala which will harmonize the interests of the 
US. investors with the nationalistic aspirations of the Guatemalans, 
and it recommends that we continue to assist in drawing up a new 
basic petroleum law. 

In the field of public opinion our efforts should be directed 





with the policies we are currently implementing in Guatemala, and | 











82 _ Foreign Relations, 1955-1957, Volume VII 











31. Letter to the Chargé in Guatemala (Mann) from the 
Officer in Charge of Central American and Panama 


Affairs (Leddy)' 
Washington, May 27, 1955. 


DEAR TOM: We have devoted considerable conference hours to 
the momentous problem of the invitation to President Castillo.” 
There was notable reserve on the matter within the Bureau. Having 
in mind your thoughtful letter of April 11,° and the more recent 
sharpening of the question presented by Ambassador Cruz’ official 
request for the visit, with the inevitable complication which a 
declination would involve, it was finally agreed that nothing less 
than query to the Embassy should be the first step. Since your reply‘ 
was not read as advising against the visit, we went back to more 
conferences and then learned that, contrary to preconceptions, a 
receptive attitude might well be found in higher quarters in the 
Department, and probably at the White House. This should surprise 
no one, since some powerful Senators strongly expressed themselves 
privately as in favor of this gesture and, in addition, there is a 
political predisposition at this end to emphasize the singular nature 
of Castillo’s overthrow of the pro-Communist government. There- 
upon, the line of decision was quickly taken to present the request 
and ARA’s recommendation formally, through the customary chan- 
nels; and this is being done today. 

It is pretty generally agreed that the timing of the visit would 
best be in the early Autumn. Compliance with a date in June is an 
impossible request for the Department to make and might well 
scotch the whole venture; on the other hand, a visit next year is 
considered as likely to be so diluted in the Guatemalan public mind 
as to lose some of the principal advantages which are hoped for. It 





* Source: Department of State, Central Files, 714.11/5-2755. Confidential; Offi- 
cial-Informal. 

* In telegram 597 to Guatemala, May 18, the Department reported that Ambassa- 
dor Cruz had requested an invitation for Castillo to visit the United States in June. 
The Department requested the Embassy’s recommendation on the visit. (/bid., 714.11/ 
5-1855) 

> Not printed. 

*In telegram 616 from Guatemala City, May 20, Chargé Mann replied that the 
significance of the invitation as a good will gesture “would be diminished by fact that 
our support of Castillo regime has already been dramatized to point where all 
politically conscious Guatemalans are aware of our attitude.” Mann recommended 
that the Department inform Ambassador Cruz “that we do not consider this an 
opportune time for a visit from either the Guatemalan or the international point of 
view especially since we expect to make known our continued support of the 
government in other more effective ways.” (Department of State, Central Files, 
714.11/5-2055) 
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would, of course, be permitted to make public announcement of the 
invitation as soon as it is extended, with the exact date to be settled 
later in the year. 

This timing is somewhat different from your recommendation in 
the second paragraph of your April 11th letter. However, that 
recommendation was related to the assumed reluctance of the White 
House to make an exception to this year’s established list of guests. 
Should such reluctance not be found (and such evidence as one can 
get indicates a favorable attitude) the timing we have recommended 
would seem to coincide with the points you have outlined. 

Some of the outside backers of the proposal would prefer 
Castillo to be here while Congress is in session, in order that he 
might be invited to make a brief address before a joint session. 
There are, of course, political reasons for that kind of invitation. 
However, suitable publicity, from the viewpoint of Guatemala, can 
be achieved by one or more addresses before other groups, such as 
the National Press Club here in Washington. 

I am hopeful that these developments do not run counter to any 
of your analysis and conclusions. Throughout the conferring, I have 
sought to be guided by what I consider to be your own views. 

With best regards, 

Yours ever, 

Raymond G. Leddy” 





° Printed from a copy which bears this typed signature. 
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32. Memorandum of a Conversation, Department of State, 
Washington, May 31, 1955* 


SUBJECT 


Guatemala: Economic Problems—Visit of Minister of Economy Jorge 
Arenales 


PARTICIPANTS 


Jorge Arenales, Guatemalan Minister of Economy and Labor 
Undersecretary Hoover 

Assistant Secretary Holland 

Raymond G. Leddy, Officer in Charge, Central American and Panama 
Affairs 

Leonard Weiss, Chief, Trade Agreements and Treaties Division 


Minister Arenales called at his own request and brought up the 
following matters: 


1) Guatemalan-United States Bilateral Trade Agreement: Guatemala 
revision of the Agreement in order to save four or five 
domestic industries from extinction; the rates in the Agreement, 
fixed sixteen years ago, are out of line with present conditions. 
Import trade is swinging to Mexico, which Minister Arenales does 
not like because he wishes to keep Guatemala’s trade with the 
United States, but any specific discrimination against Mexico would 
be impossible, and dangerous politically in view of delicate relations 
with that Government and the large number of Arbenz exiles living 
in Mexico. The Guatemalan Government does not wish to continue 
violating the United States t, and prefers bilateral revision, 
but Guatemala cannot enter GATT now, as the United States would 
like, because it stands to lose too much; and if bilateral revision is 
not possible, Guatemala would prefer to terminate the Agreement by 
mutual consent, avoiding the political reaction against the Castillo 
Government, there and , which would likely follow unilateral 
denunciation. Revision of tariff schedules and customs procedures is 
already under study by American experts working for the Guatema- 
lan Government, and this information would be valueless unless the 
Agreement is revised or if nec terminated. Announcement of 
termination could state this was done in order to arrive at new 
arrangements under study, such as the a of entering GATT 
in the future. If the industries now affected by imports under the 
Agreement should close, the Government’s problems with unem- 
~~ would greatly increase; the issue is therefore a serious one 
or Guatemala.” 





‘Source: Department of State, Central Files, 814.00/5-3155. Confidential. Drafted 

by Leddy. Hoover and Holland initialed their approval of this memorandum. 
of i at Guatemala City on August 2 and September 28, 
the United States and Guatemala agreed to terminate by mutual consent, on October 
15, the U.S.-Guatemalan reciprocal trade agreement of April 24, 1936. For the text of 
these notes, see 6 UST (pt. 3) 4071. For additional information on the termination of 
see Department of State press release 578, September 30, 


i 
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2) Political Conditions: The Castillo Government faces continued 
Communist opposition, now underground working to stir up the 
University students and the religious issue as means of creating 
friction. This activity is being closely watched but can become 
dangerous. The Government needs the continued support of the 
United States. 

3) United States Economic Assistance: While United States aid has 
been notable and is appreciated, it should be done on the basis 
visible to the people, so that they will understand what help the 
United States is giving. The amount of the aid, whether it is $10 
million or $500 is not as important as showing the poor people that 
the United States is helping Guatemala, if the Indian population is to 
comprehend the difference between the Soviet (which gave not a 
ruble) and the United States (which has contributed millions). Not 
all Guatemala’s needs have mn met, and this may be due to 
mishandling by Ambassador Cruz Salazar; but this aspect is a 

litical problem, as Cruz’ assignment in Washington and Colonel 

bois’ in New York is for a political reason. An example of aid 
visible to the people would be six ambulances for the Social Security 
hospitals, marked as a gift from the United States to the Guatemalan 
people and placed in towns such as Esquintla where there was 
Communist strength. The opening of the stretch of the Inter- 
American Highway (even though built entirely by Guatemala) with 
a ceremony attended by Senator Spessard Holland and a group of 
Senators and Congressmen, is the kind of public demonstration of 
cocperation needed to show how much the United States is doing 
for Guatemala. 


The Undersecretary assured Minister Arenales that there is no 
question that we would work with him to solve Guatemala’s prob- 
lem on the Trade Agreement, and the other problems mentioned 
would be given thorough consideration; it was fortunate that the 
Minister could discuss these matters directly with Assistant Secretary 
Holland during this visit. Mr. Hoover recalled that the United States 
Government did not always receive a clear statement of Guatemala’s 
needs and purposes in requesting assistance and the Minister could 
be assured that once such a statement is handed to us it would be 
quickly and properly acted upon. Funds already made available had 
not been entirely used in the current fiscal year. Minister Arenales 
said he would see that clear and exact presentation of Guatemala’s 
needs is made. 

Mr. Holland pointed out that we had given the Guatemalan 
Government absolute freedom to select the project on which the $3 
million grant in 1954 was to be used, and asked whether there was 
any specific project which President Castillo now had in mind, since 
we are prepared to reach agreement on his requests; only last week 





Department of State Bulletin, October 10, 1955, pp. 577-578, and ibid, October 31, 
1955, pp. 695-696. 
> Juan Mauricio Dubois, Guatemalan Consul General in New York City. 
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we made a transfer of corn, of a value of $750,000, to Guatemala. 
Minister Arenales said this corn would be of great help to the 
Government, and would be used to feed the people in El Peten, and 
that he did not wish to discuss with Mr. Hoover any specific 
proposal but only to emphasize Guatemala’s pressing needs and 
political problems, such as those on the Trade Agreement and 
United States aid. 

As an appointment in Mr. Holland’s office had been arranged 
for Mr. Arenales at a later time the same afternoon, Mr. Hoover 
again urged the visitor to take up these matters with Mr. Holland in 
greater detail, assuring him of the Department's intention that a 
satisfactory solution be reached. 





33. Editorial Note 


According to minutes of the Secretary’s Staff meeting of June 
16, Assistant Secretary Holland discussed the situation in Guatemala 
as follows: 


“Mr. Holland was quite encour over the present situation 
with respect to US aid to Guatemala. The artment had asked for 
an increase of $9 million in current aid over the previously requested 
$5 million for Guatemala and the Senate has just agreed to this 
increase. With respect to the Inter-American highway program, Mr. 
Holland said that the House Appropriations Committee had recently 
passed a bill authorizing an expenditure of $25 million over a three 

ear period, which is in addition to the $8 million expenditure they 
had previously approved. He was of the opinion that the three year 
highway bill would go through and indicated that this would be of 
particular assistance to Guatemala because it is expected that one- 
third of the money for the highway will be spent in that country. 
Mr. Holland also reported that President Armas’ principal political 
opponent was planning to take a long vacation and expected to leave 
the country in the near future.” (Department of State, Secretary’s 
Staff Meetings: Lot 63 D 75) 
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34. Memorandum From the Acting Secretary of State to the 


President’ 
Washington, June 21, 1955. 
SUBJECT 
Invitation to President Carlos Castillo Armas of Guatemala for a State 
Visit 


Nearly a year has passed since the forces led by Castillo Armas 
overthrew the Communist-dominated government of Jacobo Arbenz 
in Guatemala. The administration Castillo Armas heads is now 
engaged in the task of restoring orderly government procedures and 
rebuilding the country’s shattered economy. 

Appreciable progress has been made. Last fall the voters gave 
Castillo a larger majority than Arbenz received in 1950. A Constitu- 
ent Assembly is now at work drawing up a new constitution. His 
government has adopted an enlightened view on such touchy social 
problems as labor organization and rural resettlement. 

On the other hand the level of economic activity is lower than 
it was prior to the liberation. U.S. economic development grants and 
technical assistance are helping, but Castillo Armas needs an addi- 
tional political boost which will clearly indicate that he enjoys our 
support and that we regard his government as stable. 

Moreover, it is important to us that we support Castillo Armas, 
since he is the only political leader on the Guatemalan scene who is 
neither of the extreme right nor soft toward the left and with whom 
we can satisfactorily collaborate. His fall would be a serious blow to 
the prestige of the United States. An appropriate gesture on our part 
at this time would increase the confidence of the Guatemalans in his 
administration and thus contribute to an improvement in economic 
activity. 

I, therefore, recommend that you invite President Castillo to 
visit you some time this year, the exact date to be agreed later. I 
believe a public announcement of this invitation should be made as 
soon as possible.” 

Herbert Hoover, Jr.° 





* Source: Department of State, Central Files, 714.11/6-2155. Confidential. 

2In telegram 666 to Guatemala City, June 30, the Department informed the 
Embassy that the President approved the invitation to Castillo for a State visit in the 
fall. (/bid., 714.11/6-3055) In telegram 29 from Guatemala City, July 27, the Embassy 
informed the Department that President Castillo accepted the invitation and the 
scheduled dates, October 31-November 2, for his Washington visit. {/bid., 714.11/ 
7-2755) On October 1, the White House announced that President Castillo would 
make a State visit to the United States. 

> Printed from a copy which bears this stamped signature. 
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35. National Intelligence Estimate’ 








NIE 82-55 Washington, 26 July 1955. 


PROBABLE DEVELOPMENTS IN GUATEMALA? 
The Problem 


To estimate: the strengths and weaknesses of Guatemala; proba- 
ble Guatemalan policies and courses of action; and prospects for 
Guatemalan stability, with particular reference to the stability of the 
Castillo regime. 

Conclusions 


1. Many Guatemalans are passionately attached to the demo- 
cratic-nationalist ideals of the 1944 revolution which overthrew the 
Ubico’® dictatorship. However, few understand the processes and 
responsibilities of democracy. A keen sense of nationalism, largely 
directed at foreign investors, colors Guatemalan politics. Responsible 
democratic government is therefore difficult to achieve. (Paras. 12-13) 

2. President Carlos Castillo Armas still rules by decree pending 
the promulgation of a new constitution and the election of a 
Congress. He has a substantial residue of personal popularity 
throughout the country despite his inexperience and frequent spells 
of indecision. He has attempted to follow moderate policies and has 
placed national interests first. (Paras. 19, 23-25) 

3. The most immediate of Castillo’s problems stem from de- 
pressed coffee prices and from the effect of drought conditions on 
corn, the staple diet of Guatemala. Castillo’s difficulties have been 
further complicated by poor management, and by the impatience of 





* Source: Department of State, INR-NIE Files. Secret. Files of National Intelligence 
Estimates, Special Estimates, and Specia National Intelligence Estimates, retained by 


Office of National Estimates of the Central Intelligence Agency (CIA), approved by 
the IAC, and circulated under the aegis of the CIA to the President, appropriate 
officers of cabinet level, and the National Security Council. The Department of State 
provided all political and some economic sections of NIEs. 
to a note on the cover sheet, the intelligence organizations of the 
ts of State, the Army, the Navy, the Air Force, the Joint Staff, and the 
Central Intelligence Agency participated in the preparation of this estimate. The 
Intelligence Advisory Committee concurred in this estimate on July 26. 
? This estimate supersedes NIE-84, “Probable Developments in Guatemala,” pub- 
lished 19 May 1953. [Footnote in the source text.] 
* Jorge Ubico, President of Guatemala, 1931-1944. 
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the articulate sector of the electorate for a return to constitutional 
government. The Church-State issue has been revived during the 
drafting of a constitution, and is likely to prove a source of political 
dissension in the coming months. (Paras. 21-22) 

4. The remainder of 1955 and the first few months of 1956 will 
be especially difficult for Castillo. The government's ability to sur- 
vive will probably be determined by the effectiveness of Castillo’s 
leadership, by the amount of US assistance and support, and by the 
international coffee market situation. Much will also depend upon 
Castillo’s success in creating a political organization which will give 
his government adequate support. Favorable developments in these 
areas would tend to assure the loyalty of the armed forces. On 
balance, we believe that if economic conditions do not further 
deteriorate, Castillo will probably be able to remain in power during 
this period. (Paras. 41-43) 

5. The armed forces continue to be essential to the survival of 
the regime. Many of the regular elements of the army probably 
remain somewhat dissatisfied, but there is little likelihood of their 
initiating an organized rising. In the unlikely event that any of the 
more popular exiled army leaders were to launch a rebellion, the 
bulk of the army would probably remain loyal to Castillo and would 
be able to cope with the situation unless Castillo’s political position 
had seriously deteriorated and the rebellion were conducted on a 
substantial scale. If rightist extremists among the Liberation elements 
in the army were to attempt a coup, it would probably be put down 
by the integrated regular and Liberation forces. Nevertheless, we 
believe that there will continue to be sporadic unsuccessful attempts 
against the government. (Paras. 17, 29-30) 

6. Communist and Arbencista subversive activity—both domes- 
tic and foreign—has not been a serious threat to the Castillo 
government. We believe that the Communist and Arbencista threat 
at least in the short term will remain of relatively little importance. 
The Communists and other discontented elernents will seek to harass 
the Castillo government, and may be able to place their men in a 
few minor government and labor union posts, and in educational 
institutions. However, under either Castillo or any likely successor 
government, we believe that the Communists will not succeed in 
securing positions prerequisite to a climb to power. (Paras. 31, 34) 

7. We believe that if Castillo survives his immediate economic 
and political difficulties, with continued US support he will have a 
better than even chance of governing for the next few years. He will 
probably continue to adhere to a moderate course, and may be able 
to establish the basis for responsible constitutional government. 
(Paras. 63-64) 
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8. If the Castillo government should be overthrown, Guatemala 
would probably experience a protracted period of political instabili- 
ty. Rightest elements are more likely to be able to achieve this 
overthrow than any other group. (Para. 65) 


Discussion 








L. Introduction 


9. The land and the people. Guatemala is a predominantly agricul- 
tural country about equal in area to the state of Tennessee, with a 


over 75 percent of the labor force are agricultural workers. 
10. The country displays most of the standard characteristics of 


underdevelopment: a low level of per capita production; inadequate 
transportation, power generation, and provision for health and edu- 
cation; a shortage of skilled labor and of transferable savings; and an 
inefficient and cumbersome public administration. Moreover, Guate- 
mala’s financial status depends to a great degree on revenue derived 
from the export of a single commodity—coffee. Efforts to diversify 
the economy have been hampered by the shortage of investment 
funds for the requisite expansion of transportation and power facili- 
ties. In addition, the domestic market is small, because of low per 
capita production and high concentration of income. According to 
the country’s 1950 census of agriculture, three-tenths of one percent 
of the landholders held over 50 percent of the total agricultural area. 
These are primarily the great coffee plantation owners (finqueros), 
who frequently invest their profits abroad rather than in the devel- 
opment of the local economy. During the Arevalo and Arbenz 
regimes the gap between the very rich and the very poor was not 
narrowed. 

11. There are probably not over 200,000 Guatemalans who are 
more than marginally politically conscious. Of this group, the large 
landholders have almost never taken a role in the administration of 
the country other than to exercise powerful pressures toward conser- 
vatism. Only in recent years has the growing but still very small 
urban middle class begun to acquire a voice in the determination of 


affairs. As a result, the professional class retains a disproportionate 
influence in the operation of the government. 
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12. Many Guatemalans are passionately attached to the demo- 
cratic-nationalist ideals of the 1944 revolution which overthrew the 
Ubico dictatorship. However, few understand the processes and 
responsibilities of democracy. Guatemalan politicians are disposed to 
indulge in intrigue against the government in power rather than to 
rely upon normal democratic processes to achieve their objectives. 
Hence there is an atmosphere of political unreality, characterized by 
individual manipulation and suspicion. At present many Guatema- 
lans appear to be primarily concerned with preventing dictatorship 
of the right or of the left. A keen sense of nationalism, at times 
verging upor the irrational, colors Guatemalan politics. There is a 
strong tendency to attribute Guatemala’s backwardness to foreign 
investors, especially those from the US. Even the most pro-US 
elements in the area are not immune to this type of extreme 
nationalism. 

13. Responsible democratic government is therefore difficult to 
achieve. The country’s most capable propertied citizens traditionally 
are unwilling to put themselves in jeopardy by participating in an 
administration which might fall overnight. Many of the Guatemalans 
formerly associated with the Arbenz regime and hence experienced 
in government are no longer available. Thus, the present government 
must rely in large part on youths with little background or aptitude 
for administration, or on men who served under Ubico. Furthermore, 
the absence of agreed political party programs and even of agree- 
ment on objectives greatly hampers efficient government. 

14. Carlos Castillo Armas must reckon with the heritage of the 
revolution of 1944 and with the social and economic programs 
initiated by the Arevalo and Arbenz regimes. Although these regimes 
failed to establish a tradition of sound government or to improve, 
notably, the material well-being of large segments of the population, 
they nevertheless effectively popularized many of the tenets of the 
1944 revolution. Castillo recognizes the political reality of the revo- 
lution and has accepted, in principle, most of the major reforms 
advocated by his predecessors. He has committed himself to the 
restoration of democratic forms and practices, to land reform, to the 
development of a modern economy, and to the protection of a free 
labor movement and other social gains. He is also guided by nation- 
alism, among the more dramatic symbols of which are the Atlantic 
Highway and a new Caribbean port, both of which were initiated to 
break the monopoly of foreign enterprise. 

15. During the Arbenz regime, the social and economic needs of 
labor and the peasantry were articulated and exploited by the small 
Communist leadership. Having infiltrated key administrative posi- 
tions the Communists were able to promote measures which ap- 
peared to meet some of the aspirations of these groups. The 




















reorganize the Junta. Soon afterward the Junta was reduced to three 
men—Castillo, Col. Monzon, and Major Enrique Oliva Quintana, an 
adherent of Castillo’s. Castillo was named its president. One of the 
first steps of the Junta was an attempt to rid the country of Arbenz 
supporters. It immediately decreed the abolition of political parties. 
It established a “Committee of National Defense against Commu- 


disgruntled regular officers, supported the cadets. This action, which 
nearly resulted in a coup, was ended by the Junta’s show of 
strength, in which the loyalty of Monzon and of the air force were 
decisive factors. After several weeks of declining public confidence 
in the regime, Monzon and Oliva voluntarily resigned to give sole 
power to Castillo as Provisional President of the Republic. 

19. Elections were held in October, resulting in popular confir- 
mation of Castillo and the seating of 60 official “National Anti- 








Guatemala 93 





Communist Front” (FAN) candidates in the 66-seat Constituent 
Assembly. On 6 November Castillo was inaugurated for a term 
until March 1960. He thus exchanged his de facto status for 
duly designated chief of state. Castillo continues to govern 
on basis of the “Political Statute” issued by the Junta 
1954. The Assembly has virtually no legislative powers, 

function has been to draft a new constitution to 
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followed by two months of relative political tranquility, but subse- 
quently the recurrence of rumors of plots and counterplots suggested 
growing dissatisfaction with the government. 

21. The most immediate of Castillo’s difficulties since last 
January have been economic. The problems of depressed business 
levels, unemployment, and financial stringency inherited from the 
Arbenz regime had not been surmounted when the price of coffee 
fell sharply in mid-February 1955. The finqueros slowed down 
delivery of their coffee crops, which resulted in a continued lag in 


there are indications that the corn shortage may extend into 1956. 
The US is providing 30,000 tons of corn and a small amount has 
been im 


likely to be required «uring the remainder of the year. 
22. Castillo’s difficulties have been further complicated by poor 
management, and by the impatience of the articulate sector of the 


right to own property; (b) re-establish monastic orders; (c) become 
active in the labor field; (d) open the public schools to religious 
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education; and (e) win constitutional recognition of its “pre-emi- 
nence.” After extensive acrimonious debate and political maneuvers, 
all but the last of these major demands of the Archbishop have been 
incorporated into the draft constitution. However, the religious issue 
is far from closed, and it is likely to prove a source of political 
dissension in the coming months. 


Il. Political Developments 
Position of the Castillo Regime 


23. The ability of the present government to remain in power in 
the face of these difficulties probably results largely from: (a) US 
interest and support; (b) the substantial residue of personal populari- 
ty possessed by Castillo; and (c) the continued support of the armed 
forces. Most politically conscious Guatemalans believe that the US 
planned and underwrote the 1954 revolution, and therefore has a 
continuing responsibility for the success or failure of the present 
government. Castillo might have been deposed on any one of several 
occasions had his prospective opponents believed that the US would 
not give him prompt support. Thus, most criticism of the policies 
and performance of his government has been directed at his advisors 
and at the US rather than at Castillo himself. 

24. One of Castillo’s understanding assets in the eyes of his 
countrymen is his sincere patriotism. Combined with that quality are 
modesty, informality, and accessibility. Castillo’s moderation in em- 
ploying the sweeping powers entrusted to him has reassured Guate- 
malans that he would not become a dictator. However, Castillo is 
inexperienced in government and lacks the intellectual qualities to 
overcome this deficiency with ease. Castillo often listens uncritically 
to anyone offering facile solutions to administrative problems. In 
dealing with his colleagues and subordinates his conspiratorial back- 
ground has often caused him to vacillate between intense suspicion 
and unreasoning trust. He also suffers from frequent spells of 
nervousness and indecision. 

25. Castillo has attempted to follow a middle-of-the-road course 
and to place national interests ahead of the interests of specific 
groups. He has identified himself with the more moderate aspects of 
the revolution of 1944 and with the struggle against Communism, 
corruption, and political oppression. However, the moderate political 
elements which support him have not been organized, and the 
individuals who immediately surround him in advisory positions are, 
for the most part, conservatively oriented. The majority of his 
Liberation army supporters advocate stronger and more extreme 
rightist policies, and the elimination from office of those who served 
the previous regime. On the other hand, some of his Liberation 
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colleagues and many of the regular army officers advocate the more 
liberal principles of the revolution of 1944. Both groups, however, 
The Church-State issue further complicates the problem of formulat- 
ing policies which could secure majority support. Castillo’s govern- 
ment contains fervent anti-clericals as well as advocates of the 
Church, many of them far more intransigent than the relatively 
moderate Archbishop. 

26. Lacking organized political support, Castillo has been unable 
fully to implement his program. The coalition of “Anti-Communist” 
groups (FAN) formed for the elections disintegrated shortly thereaf- 
ter under the stress of conflicting aims and motives. Moreover, there 
has been little administrative talent to draw upon. Personnel ap- 
pointed to administrative positions have been either inexperienced in 
government administration, interested primarily in jockeying for 
position in the present scramble to form political parties, or merely 
out to line their own pockets. Policy accordingly has vacillated, and 
its execution has been slow and indecisive. 


The Role of the Armed Forces 


27. The army, which also commands the air force, continues to 
be essential to the survival of any Guatemalan regime. Addition of 
the Liberation elements has brought army strength to about 8,000 
men. The air force consists of approximately 350 men and 44 aircraft 
of all types, of which the most important element is six F-S1's 
obtained from the US. The National Police Force of 3,900 men is 


28. The army traditionally is interested primarily in the defense 
and expansion of its prerogatives. Satisfaction of the army has 
usually been given top political priority by any Guatemalan regime. 
Castillo, however, has had the additional problem of restraining the 


following in the army, and by a desire to offset overwhelming 
Liberation influence. 
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29. Many of the regular elements of the army probably remain 
somewhat dissatisfied with their position under Castillo. However, 
since their leaders have largely been replaced by prominent Libera- 
tion figures, there is little likelihood of disgruntled regulars initiating 
an organized rising against the present regime. In the unlikely event 
that any of the more popular exiled army leaders were to launch a 
rebellion, a small portion of the army would probably try to join 
and some would wait on the sidelines. However, the bulk of the 
army would probably remain loyal to Castillo and would be able to 
cope with the situation unless Castillo’s political position had seri- 
ously deteriorated and the rebellion were conducted on a substantial 
scale. If rightist extremists among the Liberation elements in the 
army were to attempt a coup, it would probably be put down by the 
integrated regular and Liberation forces. 

30. Castillo probably will continue to strengthen his position by 
placing his trusted supporters in key army positions and by making 
further efforts to satisfy the army’s material demands. His position 
vis-a-vis the armed forces will be further strengthened by the 
recently signed Mutual Defense Assistance Pact with the US. Never- 
theless, we believe that there will continue to be sporadic unsuccess- 
ful attempts against the government. 

The Potential Oppositi 

31. The Communist threat. Communist and Arbencista subversive 
activity—both domestic and foreign—has not been a serious threat 
to the political stability of the Castillo government. There were 
almost certainly no more than 4,000, and perhaps substantially 
fewer, Communists in Guatemala at the height of Arbenz’s power. 
The most prominent figures of the former regime are no longer in 
Guatemala, but probably about half the Communists, and a much 
larger number of Arbenz sympathizers are still in the country. 
Communist subversive activity since July 1954 has been largely 
confined to the circulation of sporadically produced mimeographed 
propaganda, and some broadcasts over clandestine radio stations may 
have been Communist-inspired. However, the organization, Frente 
de Recuperacion Nacional, may serve as cover for the remnants of 
the Communist Party, reconstituted as an underground movement. 

32. Communists and Arbencistas in exile do not constitute an 
immediate threat to the Guatemalan government. The exiles are 
presently resident in several Latin American countries, with the 
largest concentrations in Mexico, Argentina, Brazil, El Salvador, and 
Ecuador. Potentially the most dangerous group, which includes the 
majority of the key figures in the former regime, is in Mexico. These 
exiles have received assistance from Mexican Communist and pro- 
Communist groups and probably have attempted to form a political 
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organization. However, this activity apparently is impeded by divi- 
sions between Communists and Arbencistas and by splits within 
each of these groups. The exiles in El Salvador are fewer in number, 
but are potentially important by reason of their proximity to Guate- 
mala. 

33. The government has given the principal responsibility for 
investigating Communists to an agency known as the Committee of 
National Defense against Communism (CDNCC). The CDNCC, 
which has the power to arrest, has often proven incompetent, 
overzealous, and arbitrary and has aroused public disapproval and 
even ridicule. There are strong pressures for its dissolution. In 
response to these and other pressures, Castillo probably will soon 
reorganize the government security system. 

34. We believe that the Communist and Arbencista threat at 
least in the short term will remain of relatively little importance. 
Despite the administration’s scrutiny, the Communists may be able 
to place their men in a few minor government and labor union 
posts, and in educational institutions. There are many restless and 
discontented Guatemalan groups which might become vulnerable 
targets in a deteriorating economic and political environment. These 
include unemployed workers, peasants threatened with eviction from 
their lands, disillusioned student and intellectual elements, and dis- 
charged government employees. The Communists and other discon- 
tented elements will seek to harass the Castillo government. 
However, under either Castillo or any likely successor government, 
we believe the Communists will not succeed in securing positions 
prerequisite to a climb to power. 

35. Labor and rural groups. Guatemalan labor was the class most 
adversely affected by the overthrow of Arbenz. The organization of 
the labor movement was virtually destroyed after the revolution. 
After being favored for a decade, the workers are now often the 
object of official suspicion, and are waging an uphill battle to 
reconstitute their trade unions. Moreover, depressed business condi- 
tions since the revolution, as well as efforts by employers to negate 
the benefits granted to labor by the previous regime, have increased 
unemployment and intensified labor's feeling of insecurity and re- 
sentment. Although Castillo made some promises to labor, he has 
been unable to redeem them fully because of economic difficulties 
and conservative opposition. The result has been a decline in Castil- 
lo’s popularity and an increase in restlessness among those groups. 

36. In recent months the government has shown greater interest 
in safeguarding trade union liberties. By mid-1955 twenty-six trade 
unions, including the half dozen most important ones, had already 
been legally established and others were awaiting approval. More 
forceful atternpts are being made to implement the Labor Code, and 
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the Labor Courts, which immediately after the revolution had dealt 
harshly with workers’s claims, are now ruling more favorably to 
labor. On balance, labor leaders appear to feel, that despite antilabor 
sentiment in certain politically influential circles, Castillo offers the 
best present hope for the reconstitution of a free labor movement. 

37. In the eyes of labor the test of Castillo’s sincerity in labor 
matters will lie in his willingness to permit the establishment of a 
strong central labor organization free of political control. To date, 
two central organizations have been established in embryonic form. 
The Federacion Autonoma Sindical (FAS), which represents the bid 
of the Catholic Church for labor support, has so far failed to attract 
an important segment of labor because of anticlerical sentiment 
among workers and the political ties of its leader with the Adminis- 
tration. The Consejo Sindical de Guatemala (CSG) represents a small 
group of relatively well established trade unions which are moderate 
in outlook and have a promising leadership. If Castillo accedes to the 
CSG’s request for legal recognition free of political control, he will 
probably win labor's support at least for the near future. We believe 
there is a better than even chance that Castillo will attempt to 
comply with the CSG’s wishes. 

38. Rural groups are having even more difficulty in obtaining 
favorable government action. The Arbenz regime resettled rural 
workers on government lands as well as on those it acquired through 
expropriation. It also fostered the organization of plantation workers. 
Although many of the benefits given the peasants were illusory, and 
peasant organizations were mainly used by the Communists for 
political purposes, the Arbenz regime’s action responded to genuine 
rural demand and need for land reform. Castillo is under strong 
pressure from the landholders to restore expropriated properties and 
to continue to deny rural workers the right to organize. In most 
cases he has postponed the return of land to original owners. He is 
developing a plan which envisages the resettlement of 5,000 peasant 
families annually on public lands in the Pacific Coast region. With 
US technical and financial help, this project over the long run is 
likely to prove of substantial assistance in quieting rural discontent. 
In fact, the government probably will have more to fear over at least 
the short term from the conservative critics of agrarian reform than 
from the disorganized and virtually leaderless rural population. On 
the other hand, the possibility of sporadic violence among plantation 
workers cannot be excluded in the event of critically worsened 
economic conditions against which the government fails to take 
prompt remedial action. 

39. The threat from the Right. The extreme rightists among Castillo’s 
supporters, together with influential conservative civilian elements 
throughout the country, probably constitute the chief potential 
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source of opposition to the government. Most of these conservative 
factions strongly criticize Castillo for his “soft” policy toward both 
civilian and military office-holders of the previous regime, for his 
moderate policies toward labor and agrarian problems, and generally 
for his refusal to turn back the clock to 1943. However, Castillo so 
far has kept rightist discontent within bounds. There is no indication 
that the diverse rightist elements are preparing any concerted attack 
on the government. A rightest coup would be highly unlikely so 
long as Castillo retains US support and that of the Guatemalan 
armed forces, and can secure public confidence by making some 
progress toward solving Guatemala’s economic problems. 

40. The personalities around which conservative opposition 
might crystallize are few. Juan Cordova Cerna, former head of the 
National Council for Economic Planning and the foremost civilian 
participant in the Liberation, has intermittently clashed with Castillo. 
Staunchly conservative and highly ambitious, Cordova has persis- 
tently been cited as Castillo’s greatest rival. However, Cordova’s 
power appears to have been neutralized. Shortly after the revolution 
the return to Guatemala of General Miguel Ydigoras Fuentes, a 
former presidential aspirant, posed another problem. Castillo at least 
temporarily has resolved this problem by assigning Ydigoras to the 
post of Minister to Colombia. Finally, Chief of Staff Col. Niederhe- 
itmann, although currently a close associate of Castillo, is the type 
of conservative military “strong man” around whom disaffected 
rightist elements might naturally rally. 


Short-Term Political Prospects (Through Early 1956) 


41. The remaining months of this year and those of early 1956 
will be especially difficult for Castillo Armas. The draft constitution 
has been submitted to the Constituent Assembly for approval by 
fall. If it is adopted, the Constituent Assembly is to schedule 
elections for a new Congress, probably for some time in the winter 
of 1955-1956. Meanwhile, in preparation for a resumption of normal 
political activities, the formation of political parties has begun. In 
addition, the government will have to cope with budgetary and 
other economic difficulties created by depressed coffee prices and by 
the inadequate rainfall. The ability of the present government to 
survive will probably be determined by the effectiveness with which 
Castillo deals with these problems, by the amount of US assistance, 
and by the international coffee market situation. 

42. Much will also depend upon Castillo’s success in creating a 
political organization which will give his government adequate sup- 
port. Such an undertaking is rendered difficult by the widely con- 
flicting views and interests of even his staunchest adherents. 
Nevertheless, the process is underway. The administration has 














100 _ _ Foreign Relations, 1955-1957, Volume VII 








launched an “official” political party named the National Democratic 
Movement (MDN). The MDN’s middle-of-the-road policy statement 
is signed by 144 individuals representing all shades of non-Commu- 
nist political beliefs. The government’s strongest supporting organi- 
zation to date, the Committee of Anti-Communist University 
Students (CEUA), has dissolved itself and has joined the MDN. The 
old Liberal Party, reconstituted as the National Democratic Associa- 
tion (ANDE), has decided not to join the new party. The hybrid 
character of the MDN is already the target of considerable criticism, 
and it is improbable that such diverse elements can be held together 
within a single party. If the MDN splinters or does not attain a 
dominant position, Castillo probably will have to attempt to form a 
coalition of parties willing to support his government. In either case 
Castillo will have difficulties in securing sustained and consistent 
legislative and political support for his moderate policies. 

43. To maintain control and to carry out an effective program in 
the period ahead will require a substantial degree of skill on Castil- 
lo’s part. Castillo has shown some talent in the past for playing off 
the extremes against each other. On balance, we believe that if 
economic conditions do not further deteriorate, Castillo will proba- 
bly be able to retain office both during and immediately after the 
period of reconstructing constitutional government. 


Ill. Economic Developments 


44. Characteristics of the economy. The economy of Guatemala is 
based primarily on the production and export of coffee. Coffee 
production amounts to over 1.2 million quintals*‘ annually, with most 
of it going into the export trade. Government-owned lands—largely 
expropriated from the Germans during World War Il—accounted for 
about one-third of that production at the time of their nationaliza- 
tion. Coffee accounted for 79 percent of total exports, which were 
valued at about $96 million’ in 1954. It is the most important single 
source of Guatemala’s revenues; in recent years coffee export taxes 
have constituted around 20 percent of all government revenues. 
Moreover, since the major direct tax is on business profits, and since 
domestic prosperity depends mainly on the coffee trade, a drop in 
world coffee prices has a multiple deteriorating effect on government 
revenue. 

45. Bananas, the only other major export crop, have averaged 
roughly 10 percent of the value of exports over the past several 


‘One quintal = 100 Spanish Ibs. = 101.4 English Ibs. [Footnote in the source 


text. 
ian deaths aimee on hittih enteattits ab tn tain hen tts 
dollar since 1924. [Footnote in the source text.] 
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years. Chicle, lumber, and essential oils are the remaining exports of 
any significance. However, Guatemala produces a good grade of 
long-staple cotton, and increasing production may result in a surplus 
for export this year. There are indications of commercially exploit- 
able oil deposits in the northeastern part of the country, and the 
Castillo government has prepared a Petroleum Law which it hopes 
will attract foreign investment while appeasing nationalistic fears of 
foreign exploitation. Industry in Guatemala is confined largely to the 
processing of agricultural products and the manufacture of simple 
consumer goods and building materials. Even such industry depends 
heavily on imported capital goods, equipment, and raw materials. 
Power facilities barely meet present requirements. 

46. In 1954, Guatemala’s GNP is estimated to have been approx- 
imately $650 million. While GNP in real terms (constant prices) 
appears to have been growing at about three percent per year over 
the period 1950-1954, per capita income changed very little owing to 
the rapid rate of population growth, estimated at two and a half 
percent a year. From year to year Guatemala’s GNP is subject to 
wide fluctuations reflecting abrupt changes in the terms of trade 
which, in turn, are governed largely by the trend of coffee prices. 
Average saving and investment are relatively low, as in virtually all 
underdeveloped countries, and are subject to the same short-term 
fluctuations as the GNP. 

47. The book value of direct US investments in Guatemala was 
$107 million in 1953, almost all represented by the branches and 
subsidiaries of three US corporations: the United Fruit Company 
(UFCo); International Railways of Central America (IRCA); and 
Empresa Electrica, a subsidiary of American and Foreign Power. 

48. UFCo controls most of the production and export of bananas 
in Guatemala. The company operates two divisions: the Atlantic, 
with its main office at Bananera; and the Pacific, with headquarters 
at Tiquisate. The symbol of foreign exploitation in Guatemala, UFCo 
was consistently attacked by the Arbenz regime, which expropriated 
almost 420,000 unused acres of its total land holdings of about 
560,000 acres. UFCo has achieved good relations with the Castillo 
government. In two contracts UFCo regained about 245,000 acres 
expropriated from its Pacific division, and agreed to pay taxes on 
that division’s net profits up to a maximum of 30 percent. It also 
ceded to the government without charge about 110,000 of those 
acres. A contract covering the Atlantic division remains to be negoti- 
ated. However, despite UFCo’s improved relationship with the gov- 
ernment, and the company’s relatively high wage and living 
standards, it faces a strong residue of hostility in Guatemala. Castillo 
may have to refrain from making new agreements with UFCo for a 
time. On the other hand, UFCo has stated its intention of making 
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large new investments in Guatemala after settlement of the US 
antitrust suit now pending. 

49. The US-owned IRCA operates virtually all of Guatemala’s 
roughly 700 miles of track. It carries most of the country’s freight 
and affords the only means of access by land to the major Caribbean 
port, Puerto Barrios. UFCo has a 43 percent interest in the IRCA 
system, which is linked with the fruit company’s plantations, and 
obtains an artificially low freight rate for its bananas. At the same 
time, IRCA subjects other freight to excessively high charges. As a 
result, Guatemalans are strongly critical of IRCA and are most 
anxious for the completion of the Atlantic Highway which will 
break the railroad’s monopoly of land traffic to the Caribbean. 

50. Empresa Electrica provides roughly 75 percent of Guatema- 
la’s power, and the government controls the remainder. Over two- 
thirds of the power is derived from hydro stations. Resources are 
centered around the capital and are only sufficient to provide for the 
cities and the larger towns. Empresa Electrica proposes to expand its 
generating capacity through the investment of about $17 million 
over a ten-year period. However, its plan has not yet been approved 
by the government, which objects to certain features and considers 
the company too conservative. Furthermore, in indicating its displea- 
sure with Empresa Electrica, the government has intimated that it 
might attempt to carry out a power expansion program itself. 

51. Government economic policies. The economic policies of the Ar- 
benz regime probably retarded economic growth and led to a sub- 
stantial increase in the public debt. Moreover, the Guatemalan 
economy weakened considerably following the fall of Arbenz. De- 
spite the aid received from the US the economy has not fully 
recovered, largely because of unfavorable weather and the drop in 
world coffee prices. The government has followed conservative fiscal 
policies and will probably achieve a balanced budget for FY 1956. 
However, budget revenues and expenditures for FY 1956 are esti- 
mated at around $66 million (excluding US aid), compared with last 
year’s approximately $73 million (including the special Liberation 
tax) and, more important, with the roughly $75 million expended by 
the Arbenz government during its last year in office. 

52. The government has made a number of mistakes in its 
economic policy. The abrupt halting of public works projects helped 
to swell the unemployment figure to perhaps as high as 30,000. The 
government has vacillated in its attitude toward encouraging private 
investment, it has not instilled sufficient business confidence to 
insure sustained expansion of the private sector of the economy, and 
it has failed to make funds available for large public investment. 

53. An extensive highway construction program offers the Cas- 
tillo regime an effective means of coping with both its immediate 
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and long-range economic problems. With only a few hundred miles 
of paved roads out of a total of roughly 6,000 miles, the transporta- 
tion net is wholly insufficient for the economic needs and develop- 
ment of the country. Of the $6,425,000 US aid for FY 1955 
(excluding emergency corn shipments) the bulk has been devoted to 
the road-building program, with Guatemala contributing about half 
as much as the US. The main effort is on the Inter-American 
Highway and on improving a highway, paralleling the Pacific coast, 
which traverses the richest agricultural area in Guatemala. Work on 
the final quarter of the all-weather Atlantic Highway to Santo 
Tomas will begin as soon as funds can be made available. The 
Castillo administration has applied to the IBRD for a $20 million 
loan to finance local costs of highway construction, as well as for 
various development projects requiring agricultural machinery and 
for industrial piants. 

54. Economic prospects. The Castillo government faces acute short- 
range economic problems. The most serious of these is the failure of 
the corn crop. The ability of the Castillo regime to meet this crisis 
will depend largely on the promptness and adequacy of US assist- 
ance. Serious dislocations in the rural economy not only would have 
a depressing effect on the entire economy, but would increase public 
dissatisfaction with the regime. Another serious problem is unem- 





ployment. However, we believe that the present level of unemploy- 
ment will not confront the Castillo regime with insuperable 
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is granted, that the government consequently will not have to 
finance highway construction in FY 1956, and that the cost of 
government operations will remain approximately constant, the Cas- 
tillo regime probably will be able to maintain public investment next 
year at close to the 1953 rate of $29 million. 

56. On the other hand, there will almost certainly be a gradual 














the latter's noncommittal position during the 1954 Libera- 
. the other hand, Castillo has friendly ties with Somoza of 
Nicaragua and Perez Jimenez of Venezuela. In any case, because of 
his domestic problems, his ties with the US, and his moderate 
nature, Castillo is unlikely to meddle actively in Central American 


politics unless a clearly unfriendly government comes to power in a 
bordering state. 

61. Mexican-Guatemalan relations were strained in 1954 as a 
result of Mexico’s position as sanctuary for the majority of Guate- 


ment of a top-ranking Mexican ambassador to Guatemala have 
contributed to improved relations between the two countries. 

62. The Castillo government has also taken steps to re-establish 
Guatemala’s prestige in hemispheric affairs by rejoining ODECA, 
adhering to the Caracas Resolution, and depositing its ratification of 
the OAS Charter and the Rio Treaty. On the other hand, the 
Castillo administration has reaffirmed (uatemala’s traditional claim 
to British Honduras. Reservations to this effect have been appended 
to Guatemala’s ratification of both the Rio Treaty and the OAS 
Charter. Despite the emotional strength of this issue, however, it is 
unlikely to prove a source of serious friction in the area during the 
foreseeable future. 


V. Prospects for Stability in Guatemala 


63. We believe that if Castillo survives his immediate economic 
and political difficulties, with continued US support he will have a 
better than even chance of governing for the next few years. 

64. Castillo probably will resist extremist pressures and continue 
to adhere to the moderate course he has followed to date. If he 
maintains his prestige as a mediator, he will probably be able to 
retain much of his present authority even in the face of an unruly 
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legislature. He may also be able to make further progress in unifying 
the armed forces behind him. Thus, Castillo may be able to remain 
in office long enough to establish the basis for responsible constitu- 
tional government. 

65. On the other hand, if the Castillo government should be 
overthrown, Guatemala would probably experience a protracted peri- 
od of political instability. Rightist elements are more likely to be 
able to achieve this overthrow than any other group.° 











* A map of Guatemala, attached to the source text, is not printed. 





36. Editorial Note 


President Castillo Armas and his official party visited the Unit- 
ed States October 31-November 13. President Eisenhower, who 
suffered a heart attack on September 16, was in Denver, Colorado; 
Vice President Nixon acted as host during Castillo’s visit to Wash- 
ington, October 31-November 3. For text of President Eisenhower's 
message to Castillo upon his arrival in Washington, see Department 
of State Bulletin, November 14, 1955, page 790. For text of remarks 
by Acting Secretary Hoover upon Castillo’s departure from Wash- 
ington, see ibid. 

In a memorandum to Acting Secretary Hoover, October 31, 
Assistant Secretary Holland recommended that President Castillo 
Armas visit President Eisenhower during Castillo’s trip through the 
United States. Holland wrote that his reasons for this recommenda- 
tion were as follows: “(1) He led the first liberation movement ever 
to free a nation which had fallen captive to international Commu- 
nism. (2) He heads a small, weak country. The visit would empha- 
size the fact that President Eisenhower's attention is not absorbed 
exclusively by the problems of the major powers.” (Department of 
State, Central Files, 714.11/10-3155) In a memorandum to President 
Eisenhower, dated November 4, Hoover wrote that the proposed 
visit with President Castillo would not involve discussion of any 
substantive issues. (/bid., 714.11/11-455) In telegram 73 to Geneva, 
November 10, for Secretary Dulles, who was in Geneva to attend the 
meeting of Foreign Ministers, Hoover reported on the visit of 
Presidents Eisenhower and Castillo as follows: “The meeting this 
morning between the President and Castillo Armas at the hospital in 
Denver was a purely social occasion (the families were also present) 
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and no substantive matters were touched upon. The President 
seemed in excellent form and Castillo Armas conducted himself with 
the same dignity and sincerity which has characterized his trip 
throughout the United States.” (/bid., 714.11/11-1055) 





37. Memorandum of a Conversation, Department of State, 
Washington, November 21, 1955° 


SUBJECT 

Guatemala: National Economic Planning Council 
PARTICIPANTS 

Mr. Burke Knapp, Regional Director for Latin American IBRD 


to 
understood that Mr. Tewksbury of the Klein-Saks mission in Guate- 
mala had been attending +: Planning Council meetings. 





* Source: Department of State, Central Files, 814.00/11-255. Limited Official Use. 
Drafted by Fisher. 

* Juan Francisco Oliva, half brother of Enrique Trinidad Oliva. 

* David Gordon. 
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Ambassador Sparks said that Mr. Tewksbury had not been 
attending the Council meetings and that the Embassy and ICA had 
no observer or representative in the Council organization. Ambassa- 
dor Sparks thought that this was an important shortcoming; the 
United States Government had a broad interest in the economic 
development of Guatemala; it was our objective to help foster 
establishment of stable economic conditions, and we were executing 





: 
: 


concerned with the economic program in Guate- 
mala. The Planning Council had suddenly released to the press late 
in October an elaborate five-year plan calling for expenditure of 
$247 million. The plan included provision for $16 million in United 

which we had not heard about before. The Ambas- 
by 


on the Pacific Slope Highway without any advance notice to the 
Embassy. The announcement was premature in that the Embassy 
had not been notified whether ICA funds could be used on projects 
submitted to international bidding, and the ICA had not yet an- 
nounced allocation grant aid for FY 1957, from which the substantial 
portion of the Pacific Slope cost would be paid. Another example of 
lack of coordination, but one which would not concern IBRD, was 
the fact that the ICA Country Director came to Washington to 
present the FY 1957 development assistance program without even 


had not known of the $247 million total of the five-year plan or 
that it had been announced without advance knowledge by the 
Embassy. He was aware that Mr.Gordon had helped draft the plan 
but disclaimed major responsibility for it. Mr. Knapp said that he 














38. Memorandum of a Conversation, Department of State, 
Washington, February 20, 1956’ 


Ambassador Cruz said he had just returned from Guatemala. 
President Castillo had instructed him to call on Mr. Holland and 
inform him of his administration's concern over the electric power 
problem. 

Ambassador Cruz said that the power problem was fundamen- 
tally political. Public opinion was oriented, not toward what the 
company’ could do in the future, but what it had done in the past. 
The Ambassador said that the company had a record of poor service, 
high rates, lack of foresight, and generally deteriorating public 
relations. He said that under today’s circumstances, if the govern- 
ment were to attempt to sign an agreement with the company on 





* Source: Department of State, Central Files, 814.2614/2-2056. Drafted by Fisher 
and approved by Holland. 
* The American and Foreign Power Company. 
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any of the bases which it has thus far proposed, the administration 
would suffer serious loss of the prestige which it has so laboriously 
built up since the 1954 liberation. He recalled that the communists 
and their sympathisers had accused the three United States compa- 
nies operating in Guatemala of having financed the liberation move- 
ment, and the Castillo Armas government of being a “vende-patria”. 
The government had made much progress toward demonstrating by 
its actions that it is sovereign and independent and not beholden in 
any way to the foreign companies. A contract on the terms proposed 
so far by the company would dangerously weaken the administra- 
tion’s position, reviving and intensifying the old charges. 

Ambassador Cruz said that the electric power problem had its 
difficult economic aspects too, but that the failure of the company to 
come forward with timely measures and to exercise any political 
vision had transformed the economic problem into a political one of 
major proportions. That was why the government had decided it 
would have to build the Marinala plant.’ 

Ambassador Cruz said that President Castillo Armas and the 
administration continued firm in their conviction that the key to 
Guatemala’s economic development lay in fostering private enter- 
prise. The government's attitude on the electric power problem was 
not the result of any preference for public over private enterprise 
but was dictated purely by the political circumstances. He said that 
his government would continue to work for the maximum participa- 
tion of private capita! in the development of the country. 

Mr. Holland said that our general policy on the financing of 
economic development in this hemisphere applied uniformly to all 
twenty countries. The present policy, which this administration had 
put into effect only with immense effort, provided that the IBRD 
and Eximbank could consider financing, without limitation, those 
economic development programs in the hemisphere for which pri- 
vate capital was not available. Adoption of this policy had already 
resulted in manifold expansion of Eximbank credits in the area and 











*In a memorandum of conversation by Fisher, February 16, Burke Knapp is 
recorded as having stated that the Bank had urged the Guatemalan Government to 
“exhaust the possibilities of a reasonable arrangement with the Company for con- 
structing new capacity, but that the Company seemed to have accepted with 
alacrity the Government's disposition to halt the talks and proceed to build the plant 
itself.” According to the memorandum, Assistant Secretary Holland stated that the 
Department of State “had thrown as much cold water as it could on the Guatemalans’ 
ideas of public power and held to the hope that the Company would come forward 
with some imaginative proposals which could enable the Government of Guatemala to 
claim a feather for its cap and obtain political acceptance of a reasonable agreement.” 
The memorandum further stated that William Stafford, Vice President of the Power 
Company, asserted that the company was determined to continue its efforts to make 
an agreement with the Guatemalan Government. (Department of State, Central Files, 
814.2614/2-1656) 
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promised a rate of economic progress in the coming years which had 
not even been dreamed of up till now. 

Mr. Holland said that the banks mentioned were convinced of 
the soundness of this policy and that he did not believe that they 
would deviate from it. He said that he himself shared the same 
conviction; but that even if he attempted to persuade the banks to 
make an exception in the case of Guatemala, he was certain his 
effort would meet with failure. Furthermore, Mr. Holland said, if he 
were to make such an effort, the critics of the above mentioned 
policy would strongly attack the administration for betraying its 
own principles and would dangerously weaken if not destroy the 
policy. 

Therefore, Mr. Holland said, the Guatemalan electric power 
problem, insofar as concerned its financing by international or Unit- 
ed States government institutions, also presented us with an ex- 
tremely difficult political problem in addition to the economic one. 

Mr. Holland said that he was certain that neither IBRD nor 
Eximbank would finance a government power project in Guatemala 
as long as private capital was available to it. 

Mr. Holland said that he felt that the possibilities of reaching a 
completely new kind of arrangement with the company, satisfactory 
to all concerned, had not yet even been scratched. He urged the 
Ambassador to think of the present problem as being an opportunity 
for Guatemala to obtain not only an additional power plant but to 
bring about a complete modernization of its power generating and 
distributing system, without cost to the government. He cited the 
example of Mexico, where a Canadian company entered into an 
arrangement with the Mexican Government whereunder it was en- 
abled to return a modest dividend on its operations and at the same 
time expand and modernize its facilities. 

Mr. Holland said that the Department had been trying to 
persuade the American & Foreign Power Company to do some 
imaginative and resourceful thinking on the Guatemalan power 
problem, and he understood that Mr. Sargent,‘ President of the 
company, was prepared to go to Guatemala with the company’s best 
offer to discuss it with the Guatemalan government. Mr. Holland 
said that the company clearly would have to do many things to help 
the government solve its political problem, but that the Government 
for its part would also have to meet the company with a sincere 
desire to collaborate in devising a satisfactory arrangement. 

Mr. Holland said that he understood that the company was 
willing to construct the Marinala plant and had given up its insist- 
ence on its own project. Ambassador Cruz said that the company 





* Henry Sargent. 
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had in fact previously expressed willingness to build Marinala but at 
a cost above that estimated by other engineers. Mr. Holland ob- 
served that the difference was in the estimates, and that the actual 
costs would turn out approximately the same regardless of who built 
it, assuming it was done under competitive bidding. 

Ambassador Cruz said that he recognized that the United States 
Government had an important political problem as well as an 
economic one with respect to the financing of a power plant in 
Guatemala. He assured Mr. Holland that the Guatemalan Govern- 
ment had no intention of throwing up its hands and proceeding with 
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39. Memorandum of a Conversation, Department of State, 
Washington, April 24, 1956’ 





SUBJECT 
Guatemala: IBRD ind Klein & Saks Missions 


Mr. Knapp said that Mr. David Gordon, IBRD representative in 
Guatemala, had been there about a year and a half. Things had gone 
smoothly until recently, when the Embassy began to show signs of 
dissatisfaction and to push the Klein & Saks Mission forward, 
presumably to be the U.S. Government voice in the National Eco- 
nomic Planning Council. 

Mr. Knapp said he had discussed the question of the two 
missions and their respective functions with Ambassador Sparks and 
Mr. Newbegin last November.” At that time he gave every assurance 
that IBRD would welcome participation by the Klein & Saks Mis- 
sion in the work of the Planning Council. Subsequently, Mr. Gordon 
even offered his good offices to Ambassador Sparks to pave the way 
for Mr. Tewksbury, Klein & Saks mission head, into the Planning 
Council work. Mr. Knapp said he was surprised that Mr. Tewksbury 
had never gotten into the Planning Council's discussions. 

Mr. Knapp said that Mr. Gordon’s function was more than 
merely to look out for IBRD interests; he was there to offer advice 
on broad questions of economic development. Mr. Knapp said Mr. 
Gordon had done excellent work, and had got the Planning Council 
off the ground, thus completing an initial phase of the work to be 
done. However, Mr. Gordon had received severe criticism, most of 
which Mr. Knapp said was unjustified. However, it might be that 
his usefulness in Guatemala was coming to an end. Coincidentally, 
there were other administrative and personal factors which made it 
desirable to take Mr. Gordon out of Guatemala around July 1956. 
The question was whether the Bank should replace him. Mr. Knapp 
inquired what the Department wanted the Klein & Saks Mission to 
do with respect to the Planning Council. 

Mr. Holland asked Mr. Atwood’s views. Mr. Atwood said that 
the United States did not seek to direct or dominate the Economic 





* Source: Department of State, Central Files, 814.00/4-2456. Confidential. Drafted 
by Fisher. 
*See Document 37. 
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Planning Council, which was an agency entirely under the jurisdic- 
tion of the Guatemalan Government. Mr. Atwood said that while 
the Klein & Saks Mission was in Guatemala to give badly needed 
technical advice in the specific fields of budget, taxation, etc., its 
primary purpose was to act as watch dog to help the new and 
inexperienced administration avoid making serious blunders in the 
economic field. Mr. Atwood agreed that Mr. Tewksbury had not put 
himself into a position to fulfill this mission to the extent desired. 
Although he closely followed the work of his specialists and un- 
doubtedly had a wide knowledge of what was going on, he lacked 
time to sit with the Planning Council and to keep the Ambassador 
as fully informed as the latter wished. Last September Mr. Atwood 
instructed Mr. Tewksbury to get closer to the Guatemalan Govern- 
ment in order better to carry out the watch dog function. Mr. 
Atwood said that the Secretary General of the Planning Council 
refused to permit Mr. Tewksbury’s successor, Mr. Quinn, to partici- 
pate in the work of the Council, and that Mr. Atwood was informed 
that this was because Mr. Gordon had stated that IBRD would pull 
out of Guatemala if the Klein & Saks Mission entered into the 
Council’s work. 

Mr. Knapp denied that Mr. Gordon had obstructed the Klein & 
Saks Mission from: getting into the Planning Council. 

Mr. Holland asked Mr. Fisher for his views. Mr. Fisher said that 
his information was that President Castillo’s Office requested in 
writing on March 2nd that Klein & Saks assist the Planning Council 
and that the Council’s Secretary had subsequently informed Mr. 
Quinn that he opposed such assistance. We did not know exactly 
what was going on behind the scenes. 

Mr. Holland referred to the Guatemalans Five-Year-Plan, and 
said he understood it was “poppycock”. He understood the Plan 
provided for a $250 million development program, and, without 
being consulted, the United States was put down for part of the 
cost. 

Mr. Knapp said he did not consider the Plan “poppycock”, and 
that he thought Mr. Holland was misinformed. He briefly explained 
that the Plan only referred to a balance of $16.6 million for FY 57 
not otherwise accounted for, and in a footnote stated that ICA was 
considering the question of this deficit. At this point Mr. Holland 
had to leave the meeting. 

Mr. Fisher said that he would not himself describe the Plan as 
poppycock. He said that President Castillo had solicited the com- 
ments of this Government on it, which we had found exceedingly 
difficult to supply. At our request, Klein & Saks had prepared some 
comments, but this obviously was an ineffectual procedure, giving 
rise to unnecessary friction and misunderstandings. The best ar- 
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rangement would have been for Klein & Saks to contribute the 
benefit of their knowledge and experience during the drafting stage. 

Mr. Knapp said that his conception of Klein & Saks’ function 
was to follow up on Planning Council decisions, giving technical 
advice on the execution of agreed projects. In his view, their 
function did not include the offering of advice on the broad prob- 
lems of economic development planning. He believed that if they 
were to undertake this duty, there would be no reason for the Bank 
to have a mission there. 

Mr. Atwood said that Klein & Saks should be included in the 
Planning Council discussions, but that the mission would not have 
the same terms of reference that Mr. Gordon apparently had. Mr. 
Atwood said that people in Guatemala, including President Castillo, 
referred to the Five-Year Plan as Gordon’s Plan. 

Mr. Knapp denied that Mr. Gordon had written the Plan 
himself or that the Bank had any responsibility for it, but conceded 
that Mr. Gordon had been very helpful to the Council. Mr. Fisher 
said that he still found contradiction between Mr. Knapp’s statement 
that IBRD would welcome Klein & Saks participation in the Plan- 
ning Council work and the statement that Klein & Saks should 
perform only follow-up technical advisory duties. If that were the 
case, they would only continue doing about what they had done 
from the outset and would have little to contribute to the Planning 
Council’s deliberations. 

Mr. Knapp said he disagreed, that there was plenty for Klein & 
Saks to do in the Planning Council without taking over the kind of 
work which Mr. Gordon had been doing. 

Mr. Knapp said he to 
& Saks, to discuss the functions of 
Missions. 
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to active participation and Mr. Holland emphasized that 
he included active participation in his thinking on the matter. 

Mr. Knapp stated that he believed Mr. Holland might have 
made this statement a few years ago but he felt that the situation 
was no longer the same in the sense that it made a “fifch wheel” of 
the IBRD. Mr. Holland said that he was not well enough informed 
to comment on this aspect, but that if Mr. Knapp felt it justified the 
use of the time, Mr. Holland would be happy to make a serious 
study of this aspect and give Mr. Knapp his further considerations 
on the point. His purpose at the moment was only to give Mr. 
Knapp his feelings on our function in Guatemala—that he believed 
that the Guatemalan Government would not have survived and 

we do not discharge this function. 
Knapp said he felt Mr. Holland need give the subject no 
RD reaches a decision on what they will do in 
the area. Mr. Knapp stated his belief that it is probable that IBRD 
will decide to terminate its mission there and devote its efforts 
elsewhere, and he emphasized that, if this proves to be the case, 





‘Source: Department of State, Central Files, 814.00/4-2456. Confidential. Drafted 
by Barbara E. Dunlap. 
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such action will be taken in the best of spirit, it will not be done in 





Guatemala and the IBRD as regards future loans. 

He also mentioned that he had heard it said that Mr. Atwood 
had heard that Mr. David Gordon opposed the activities of 
Klein-Saks. Mr. Knapp said that he had gotten out a file of letters 
from Mr. Gordon and had called Mr. Atwood and told him that the 








1. Memorandum of a Conversation, Department of State, 
Washington, May 10, 1956' 


JECT 
Guatemala: United Fruit Company Anti-Trust Case 
PARTICIPANTS 


Ambassador Cruz-Salazar of Guatemala 
ARA:MID—Mr. John W. Fisher, Guatemalan Desk Officer; Mr. Bayard 
King 


Ambassador Cruz said that officers of the United Fruit Compa- 
ny had approached him to seek assistance in their efforts to reach a 
satisfactory settlement of the anti-trust action filed against them by 
the U.S. Department of Justice. 

Ambassador Cruz said that he would like to help the company 
in this matter, but any such help would have to be given in the 
most discreet way because of disastrous political repercussions in 
Guatemala, both for the Administration and for himself, were it to 





"Source: Department of State, Holland Files: Lot 57 D 295, Guatemala. Secret. 
Drafted by Fisher. 




















generated in the past by communists in Guatemala had been suc- 
cessful in causing deep dislike of the company there. He said he 
would have to proceed with extreme caution in taking any action or 
in recommending to his Government that it take any measures, and 
he asked Mr. Fisher for any suggestions he might have. 

Mr. Fisher agreed that it is a most delicate problem and said he 
intended to make a confidential memorandum of this conversation 
which would circulate through channels, and that the Ambassador's 
desires with regard to helping the company, as well as the necessity 
for secrecy in his doing so, would come to the attention of his 





42. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Under Secretary 
of State (Hoover)' 


Washington, June 12, 1956. 
SUBJECT: 
Grant aid to Guatemala 


An amendment to the Mutual Security Act has been passed by 
the House of Representatives to increase grant aid to Guatemala 
from $10,000,000 to $15,000,000 for fiscal 1957. 

I understand that ICA has taken a position opposing this 
increase on the grounds that it cannot be justified for Guatemala. If 
the Congress wishes to appropriate this sum for Latin America, 
without earmarking it for Guatemala, ICA would have no objection. 

In my judgment it would be very unwise politically for the 


Department of State openly to oppose this increase. Our opposition 


will be exploited for demagogic purposes as a withholding of aid 
from “little Guatemala” who “drove the Communists out’”’. 


I recommend that the Administration position be the following: 
The Administ-ation originally requested $5,000,000 of grant aid 
for Guatemala. The Foreign Affairs Committee raised this figure to 





* Source: Department of State, Central Files, 714.5-MSP/6~-1256. Confidential. 














43. Memorandum From the Chief of the Special Research 
Staff, Central Intelligence Agency (Durand) to the 
Director of Central Intelligence (Dulles)' 

Washington, June 19, 1956. 

SUBJECT 


The Political Situation in Guatemala 


1. The Communist Party of Guatemala, which was decisively 
defeated two years ago, seems to be well on its way toward 
recovery, while the present government under Castillo Armas is 
displaying increasingly serious weaknesses. Although there is no 
reason to believe that the government is likely to be overthrown by 
external or internal forces within the next few months, there is good 
ground for concern over its longer range prospects. 

2. The CP of Guatemala, outlawed since the overthrow of the 
Arbenz regime and harassed by the security forces of the present 
government, has managed to reconstitute its underground organiza- 
tion, to set up new cells and to recruit new members “according to 
plan”. . . . Its exiled groups appear to be well entrenched in neigh- 
boring countries, especially in Mexico. They have been able to 
smuggle clandestine literature into the country... . Some exiled 





"Source: Department of State, Eisenhower Library, Project Clean Up Records. 
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officials of the Guatemalan CP hold positions in international Com- 
munist organizations. For example, the Communist labor union 
leaders Victor Manuel Gutierres and Carlos Manuel Pellecer are 

by the CTAL in Mexico and by the WFTU in Prague, 


He 


able to continue the function of “leading 
’ which they exercised so effectively during the Arbenz 

reports that “The Communists are now in 
. . . . * They occupy more and more public posts.” . . . “The 
are in day-to-day contact with covert associ- 
the present government”. . . . These reports are 
and exaggerated, but they indicate that at least the 


” of the Communist Party is again rising among its 


4. Whatever the actual strength of the Guatemala CP may be, it 
would not cause us serious concern if we could rely on the basic 
stability of the Castillo Armas regime. Its security forces seem to be 
alert against the Communist underground, as the latter is forced to 
admit. . . . The government is reported to have undertaken consid- 
erable anti-Communist propaganda (cf. Joint Weeka #20, U.S. Em- 
bassy Despatch 683).’ Nevertheless the overall political, economic 
and social position of the Government is such as to cast doubts on 
its ability to maintain a firm check on the forces of subversion. 

5. When Castillo Armas overthrew the Arbenz regime, he was 
welcomed and supported by most of the non-communist elements in 
the country. Today, however, many of Castillo’s supporters appear 
either to have turned against him or to have withdrawn into 
apathetic indifference. His support among the professional officers of 
the Army appears to have been weakened, and some of the officers 
in key positions are reported to have joined the opposition. His 
political party won the elections to the Constituent Assembly only 
through the use of concentrated government pressure and in the face 
of popular lack of interest. Several anti-Communist sources have 
accused his government of widespread corruption in high places and 
of general inefficiency. . . . 

6. The mass of the population of Guatemala consists of poor 
peasants, including laborers, farm and industrial workers or artisans. 
These were the two sources of Communist strength under the 
Arbenz regime. Castillo Armas removed the Communists from the 
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* Ellipsis in the source text. 


’ Not printed 
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leading positions in farmers’ and labor unions and corrected certain 
excesses of the Communist-sponsored agrarian reforms, but he has 
failed thus far to offer peasants and workers a constructive alterna- 
tive. Peasant labor unions have been restricted to farms employing 


well-planned maneuver, booed the scheduled speakers, some of them 


political stability, broader popular support, increased administrative 
efficiency and progressive solutions of the social and economic 
problems of the country. 

Dana B. Durand‘ 





* Printed from a copy which bears this typed signature 





44. Telegram From the Ambassador in Guatemala (Sparks) to 
the Department of State’ 


Guatemala City, June 26, 1956—8 p.m. 


363. For Holland. I saw President Castillo last night 8 p.m. He 
had received communication from Ambassador Cruz on grant aid 
developments in Congress. He thought it essential at this time 
Department support $15 million approved by House which he 
considered would strengthen his government locally. He thought if 
you did not support this amount Congress might not approve it 
which action would be misinterpreted in Guatemala. 





‘Source: Department of State, Central Piles, 714.5-MSP/6~-2656. Secret; Priority. 
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I again explained Congressional developments outlined Depart- 
ment telegram 336 June 8* and assured him of our support, stressing 








1. Restore $1.2 million diverted from approved project to cover 
deficit on Pacific Slope Highway and 

. Authorize commitment $4 million from available surplus 

Should C aaa ff ety 

ongress even appropriate $15 natur we 

+h A only that part required achieve our objectives in 


N 


Foregoing positive action would be interpreted as continued US 
support of President Castillo. 
Sparks 





? Not printed. 





45. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Secretary of State’ 
Washington, June 26, 1956. 
SUBJECT 


Situation in Guatemala 


I want to give you a résumé of information we have received on 
the present situation in Guatemala, as of this afternoon.’ A fuller 
summary is attached (Tab A).’ 














Law 
June 24th or 25th, Castillo on June 23rd, in accordance with the 


leftist agitators. 


trol, and other reports have indicated that the President is supported 
by Army and political leaders. 





Before commenting further he would await Ambassador Sparks’ reports.” (/hid, 
Secretary's Staff Meetings: Lot 63 D 75) 
Not printed 











124 Foreign Relations, 1955-1957, Volume VII 


46. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Secretary of State’ 








Washington, June 29, 1956. 


Guatemalan situation. 

Since the events of June 25, in which 5 students and one 
policeman were killed and a number on both sides wounded, the 
situation has been relatively quiet, with President Castillo Armas 
and the army in control. Castillo has assured Ambassador Sparks 


the army, political leaders and conservative groups appears to have 
been enhanced at the expense, however, of his prestige with middle 
class and labor elements. Although the students, led by communist 
agitators, acted illegally, the fact remains 2 number were killed, and 
in the Ambassador's estimation this will not be forgotten and may 
well lead to repercussions which could seriously undermine the 
Castillo regime’s stability. 

On June 28 the Ambassador expressed to Castillo serious con- 
cern and apprehension over developments.’ He stressed to him the 
importance of publicizing, with supporting evidence, the events as 
part of a communist plot, and a USIA instruction along these lines 
has already been sent to our Latin American missions. The student 
organization in Guatemala City has issued a manifesto recommend- 
ing peaceful solution of the situation but lamenting the Govern- 
ment’s police action and ensuing casualties without condemning 
participation of agitators. The Government had hoped this manifesto 
would be worded in such a way to help a reconciliation between the 
Government and the students, but its tone and lack of condemnation 
of the agitators appears to have made eventual reconciliation more 
difficult. Meanwhile, some demonstrators have been exiled, and 
more than one hundred are still being detained in Guaternala. 


* Source: Department of State, Central Files, 714.00/6-2956. Secret. A handwritten 
notation on the source text indicates that the Under Secretary saw this memorandum. 

In telegram 370 from Guatemala City, June 28, Sparks reported on his conversa- 
tion that day with President Castillo. The telegram reads in part: “President com- 
mented Army was completely in accord with and supporting his policy of firmness 
and he had received thousands of telegrams of adherence.” (/bid., 714.00/6-2856) 
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President Castillo now appears committed to a policy of stronger 
action against opposition elements, in contrast to his former moder- 
ate position to which the Ambassador considers it will be most 
difficult for him to return. His communist and other enemies may be 
expected to take full advantage of this situation to the probable 
detriment of his prestige with the Guatemalan people. 





47. Memorandum of a Conversation, Department of State, 
Washington, June 29, 1956’ 


SUBJECT 
Guatemala: Current Political Situation 
PARTICIPANTS 


Col. Jose Luis Cruz Salazar—Ambassador of Guatemala 
ARA—Assistant Secretary Holland 
MID—Bayard King—Guatemalan Desk 


The Ambassador said he felt it his duty to tell Mr. Holland of 
the recent events in Guatemala. He stated that the government had 
heard of communist-inspired plans to stage an anti-government 
demonstration of students on June 25th and had taken the step of 
declaring a state of emergency, as provided by law, and had forbid- 
den the demonstration. The Ambassador's account of the events 
were much the same as we have received from the Embassy in 
Guatemala, except that he stated the police were fired on first and 
that deaths were two on the side of the demonstrators and one 
among the police. He said that the Army completely supported 
President Castillo, and that calm has now returned, though a “State 
of Siege” is still in effect. He lamented the fact that deaths were 
caused by communist plotting. He said that of those exiled only one, 
Balcarcel, was a student. 

Mr. Holland expressed the belief that the communists had 
incited the Guatemalan demonstrators as part of a pattern to cause 
similar unrest all over the hemisphere. He said it was probable that 
the events in Guatemala, Mexico, Peru and elsewhere, timed as they 
were just before the meeting of Pan-American Presidents,’ were part 
of a general communist conspiracy to sabotage this meeting. 





* Source: Department of State, Central Files, 714.00/6-2956. Confidential. Drafted 
by King and approved by Holland. 
2 See vol. vi, Documents 112 ff. 
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He said it was an old communist trick to stir up trouble in 
which innocent people were killed and then claim the dead as 
communist martyrs, while the actual instigators of disorder were 
always careful to stay out of danger. He said the fact some lost their 
lives remained in Guatemala and suggested that President Castillo 
take prompt steps to nullify anticipated communist propaganda 
claiming martyrs of their own. He suggested the government might 
wish to make its position clear to the people—that it is a constitu- 
tional government whose duty it is to uphold law and order and that 
in this case because of Moscow-directed agitators some innocent 
people were killed. He suggested the citizenry be told they could 
make their views known to the authorities at any time, but in a 
lawful manner and not in illegal mass demonstrations. He said that 
the government should try to convince the people that those killed 
were not communist martyrs but actually martyrs of the people who 
had been duped by communism. Mr. Holland also suggested that in 
dealing with demonstrators tear gas was effective and infinitely 
preferable to bullets. 

Mr. Holland said that without wishing to intervene in the 
internal matters of Guatemala he felt he could speak frankly to 
friends. The Ambassador agreed. Mr. Holland suggested that Presi- 
dent Castillo should immediately make a public speech along the 
lines suggested above, possibly at the time of the 2nd Anniversary 
of the Liberation early next week. Mr. Holland emphasized that the 
President should not delay making this speech, as the longer the 
delay the less effect it would have and would give the communists 
more time to start disseminating their own propaganda against the 
government. He suggested the speech should be a sober, serious one, 
possibly including a minute or two of silence in memory of those 
who lost their lives, and he felt that such a declaration by the 
President would make a lasting impression on the people of Guate- 
mala and convince them that those who died did so not because of 
government tyranny but because of cynical communist political 
maneuverings. The Ambassador said he was very grateful to Mr. 
Holland for his suggestions and that he would immediately write to 
inform President Castillo of them. 
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48. Memorandum of a Conversation, Panama City, July 23, 
1956' 


SUBJECT 
Conditions in Guatemala 
PARTICIPANTS 
President Castillo of Guatemala 
Assistant Secretary Henry F. Holland 
Mr. Jack D. Neal (MID) 


President Castillo made more or less the following remarks: 

He had, in response to my whispered suggestion at the general 
meeting, omitted a substantial part of his printed speech in order to 
save time. He directed my attention to a particular paragraph in the 
printed version of the speech, one to which he attributed particular 
importance. He regretted having failed to read it and wanted me to 
see it. It was one emphasizing the need for cooperation between the 
different governments in the control of communism. 

He then went on to say that the communists in Guatemala were 
doing their best to force him into the position of a “government of 
force”. He was determined that he would not adopt that role and 
that somehow he would manage to control the government and 
maintain stability, but without adopting the role of a dictator. I 
congratulated him as warmly as I could and told him that the 
objective of the communist party was to drive a wedge between him 
and his people. If they could persuade his people that he had 
become a dictator, then the breach would be opened. He said that he 
fully realized this and was determined that this would not happen. 

He then presented to me a memorandum’ recommending the 
creation of a Central American merchant marine fleet and asked that 
we review it. I agreed that we would and that we would give him 
our views through his Ambassador in Washington. 





*Source: Department of State, Holland Files: Lot 57 D 295, Guatemala. Secret. 
Drafted by Holland in Washington on August 20. 
* Not found in Department of State files. 
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49. Memorandum of a Conversation, Department of State, 
Washington, August 29, 1956' 








SUBJECT 
Guatemala: Electric Power Situation 
PARTICIPANTS 


Ambassador Cruz Salazar of Guatemala 
ARA—Assistant Secretary Hollar< 
MID—Mr. Bayard King 


The Ambassador mentioned that he had talked to President 
Castillo on the telephone last night and that he was planning to go 
to Guatemala on September 7 in order to discuss with the President 
problems of mutual interest to the two countries. Mr. Holland said 
he hoped the Ambassador would take that opportunity to tell the 
President of our continuing concern and interest in the electric 
power problem in Guatemala. Mr. Holland said that as the Ambas- 
sador knew, Guatemala was suffering from a critical power shortage 
which was retarding the economic development of the country. He 
described the Empresa Electrica’s offer to supply interim power 
expansion pending the construction of the permanent hydro-electric 
plant at Jurun-Marinala. He said the Department had been informed 
that on August 28 President Castillo, at a press conference, had 
announced that within a few days the government would be ready 
to discuss with the Empresa the furnishing of this interim power, 
and he was happy to note that progress seemed to have been made 
in this respect. 

Mr. Holland said that in addition to the furnishing of additional 
interim power, we were deeply interested in the basic problem of the 
construction of the Marinala plant. He said we strongly believed this 
plant should be built by private enterprise and not by government 
financing. It would, in his belief, be a mistake for the Guatemalan 
government to use its scarce resources for a project of this nature 
when private capital was available. The money which any govern- 
ment financing of the Marinala plant would require could better be 
used for other projects which would bring a higher standard of 
living for the people of Guatemala. He said also that if agreement 
were reached on the construction of Marinala by private enterprise, 





*Source: Department of State, Central Files, 814.2614/8-2956. Confidential. 
Drafted by King and initialed by Holland indicating his approval. In a memorandum 
to Holland, August 29, Neal suggested that the Assistant Secretary discuss the 
following with Ambassador Cruz: “It is our strong conviction that the Marinala plant 
should be built by private enterprise capital, which is available, instead of the 
Guatemalan Government using its scarce resources to finance this construction.” (/bid ) 








Guatemala __129 


it could well encourage many potential foreign investors to invest in 
Guatemala. Mr. Holland said he appreciated this decision presented a 
political problem for the Guatemalan government, and that we were 
not favoring any particular private enterprise group. 

Ambassador Cruz said he would be glad to transmit the views 
of Mr. Holland to President Castillo. He said he himself was 
considerably more optimistic now about eventual agreement being 
reached on the construction of Marinala than he had been 6 months 
ago. He said the political problem facing the Guatemalan govern- 
ment was largely the result of the unpopularity of the Empresa 
Electrica. A steady stream of anti-Yankee propaganda had been 
directed 





Un 
é 


. He said one of the problems in dealing 
sth Gn Dintitin Wisekins ao Gan Go Gentian tad bik ohn te 
termed “a 1920 attitude in 1956.” In general, however, he was 
optimistic over eventual solution of the electric power situation. 
Mr. Holland said he appreciated the fact that in the past some 
of the policies of the American companies in Guatemala may have 
been short-sighted. Hlowever, he had met and talked with Mr. 
Henry Sargent, President of American and Foreign Power, and Mr. 
Sargent had impressed hitn as a man who had “1956 and not 1920 
ideas.” He reiterated our deep interest in the electric power problem 
and our belief that the solution was a responsibility of private 


enterprise. 

















Inter-American Affairs (Rubottom) to the Ambassador in 
Guatemala (Sparks)' 


Washington, November 27, 1956. 


Dear Epp: | have your letter of October 23, 1956,’ supporting 


not see how we can request additional grant aid funds for FY-1958 
in view of National Security Council policy (see paragraph 24 of 
NSC 5613/1 of September 25, 1956*). 

















R.R. Rubottom, Jr.° 





* Printed from a copy which bears this typed signature. 





51. Memorandum by the Officer in Charge of Guatemalan 
Affairs (King)’ 


Washington, March 13, 1957. 
GUATEMALA 


There has been a record of positive accomplishment during the 
past 2% years in Guatemala. Since June 1954 the only communist- 
dominated government in the Hemisphere has been replaced by the 
pro-U.S. Castillo Armas Government with which we have close and 
friendly relations. We are no longer faced with the menace to our 
security of the existence of a communist regime in Middle America, 
and international communism does not now present a direct threat 
to Guatemala. The Castillo Armas government has, for a Latin 
American state, pursued relatively moderate policies and we believe 
that although it has had to devote a disproportionate amount of 
effort to dealing with the political and economic problems it inher- 
ited, it has grown in strength and stability. We consider it vital that 
the government be able to demonstrate to the people of Guatemala 
that they can have a better life under democracy than under com- 
munism, and this has been one of our major policy objectives in 
furnishing aid to Guatemala. 

The economic picture in Guatemala is currently favorable. The 
currency has for many years been at par with the U.S. dollar and 
Guatemala enjoys a favorable balance of trade with the United 
States. In spite of large expenditures for economic and social devel- 
opment projects (highways, agrarian reform, health and sanitation, 





"Source: Department of State, Guatemala Files: Lot 60 D 647, Economics. 
Confidential. 
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agricultural development) the internal and external debts have not 
increased ummanageably, and as confidence in the Castillo govern- 
ment has increased, so has the flow of private investment. Although 
over-dependence on coffee remains a basic weakness of the econo- 
my, diversification of agricultural production, establishment of new 
industries, mounting production of lead and zinc mines, and above 
all, the fact that 22 companies, mostly American, have been autho- 
rized to explore for petroleum, are optimistic signs for the future. 


US. Aid 





Since FY 1955, the United States has appropriated $36 million 
dollars in grant aid and $5.6 million dollars in technical assistance 
for Guatemala. Most of the grant or defense support aid has gone 
into highway construction which Guatemala needs and which has 
incidentally eliminated the severe unemployment existing at the time 
the Castillo government came to power. US. grant aid has also gone 
into rural resettlement, agricultural development, and health and 
sanitation. We believe that Guatemala’s present economic position, 
in comparison with other Latin American countries, is sufficiently 
good that she can do without U.S. grant aid in FY 1958. In view of 
this and in accordance with NSC policy, neither the Department nor 
ICA has asked for grant aid in the current budget. However, the 
Guatemalans disagree with us and have told us that they need $10 
million dollars in grant aid in FY 1958.’ 


United States Companies 

United States investment in Guatemala is currently estimated at 
$140 million the bulk of which is represented by the holdings of the 
United Fruit Company, the International Railways of Central Ameri- 
ca (United Fruit controlled), and the power producing and distribut- 


ing subsidiary of the American and Foreign Power Company. 
Relations between the government and United Fruit are now satis- 





*In a memorandum of March 21 to Acting Assistant Secretary Rubottom, C. 
Allen Stewart reported that Ambassador Cruz stated that the Government of Guate- 
request for $10 million in defense support aid for fiscal 
March 21, King informed Ambassador Sparks of the 
Guatemalans’ planned aid request. (/bid, 1CA~Grant Aid) 
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facilities, and have also on numerous occasions suggested to Ameri- 
can and Foreign Power that it do all it can to reach agreement with 
the government. Progress has, unfortunately, been impeded by the 
dislike of American and Foreign Power in Guatemala and the com- 





have always told the Gustemalans, who have frequently asked us to 


cial body. In November 1956, the Department was informed that the 
Guatemalans were contemplating an armed invasion of British Hon- 
duras. Both here and in Guatemala we made the strongest represen- 
tations to them against such a move, and we believe that our 
representations resulted in their abandoning, at least for the time 
being, any plans for armed action they may have had. 





52. Memorandum of a Conversation, Department of State, 
Washington, April 2, 1957' 


SUBJECT 
Guatemala: Guatemalan Request for Further Defense Support Aid 
PARTICIPANTS 


The Ambassador handed Mr. Rubottom a note which he said 
was an official request of the Guatemalan Government for further 
defense support aid funds for the fiscal year 1958. He said that a 
similar note was being delivered, at the same hour, to Ambassador 





"Source: Department of State, Guatemala Files: Lot 60 D 647, ICA-Grant Aid. 
Official Use Only. Drafted by King. 
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Sparks by the Foreign Office in Guatemala.” He said he hoped that 
this request would receive sympathetic consideration by the United 
States Government. [Comment: In an earlier informal conversation 
with an officer of the Department, the Ambassador indicated that 
the Guatemalan Government considered it would need a final $15 
million in additional grant aid funds from the U.S. before essential 
development programs in Guatemala were completed.]}’ 

In accepting the note, Mr. Rubottom said the Guatemalan 
request would receive the careful consideration of the Department. 
There were, however, he said, three important factors to be borne in 
mind in any consideration of further defense support aid for Guate- 
mala: 1) the level of Guatemala’s actual needs; 2) the needs for aid 
in other countries of the hemisphere; and 3) the attitude of the U.S. 
Congress which appropriates the funds for foreign aid. He men- 
tioned the current drive to reduce the United States budget, and 
commented that it was the view in some quarters that such a 
reduction could be achieved by cutting foreign aid. 

The Ambassador said that the year 1957 was a crucial one for 








a 
having an extremist government. He remarked that he thought the 
U.S. Government and Congress were pleased with the way the aid 
money had been spent, and with the way Guatemala had, during the 
past two and a half years, “pulled herself up from nothing.” 

Mr. Rubottom agreed that U.S. aid money had been construc- 
tively spent in Guatemala. However, he hoped that the Guatemalan 


loans on favorable terms could be obtained, accepting any further 
foreign loans presented a grave political problem for the Guatemalan 
Government. He said the contracting of these obligations by the 
Government made a very poor impression on the Guatemalan people 
and aroused their resentment against the government. 





* In a letter to King, April 5, Sparks wrote that on April 2, Guatemalan Foreign 
Minister Jorge Skinner Klée presented a note requesting grant aid for fiscal year 1958. 
Sparks stated further that he discussed the note with President Castillo on April 3. 
(Abid. ) 


Brackets in the source text. 
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53. Memorandum From the Deputy Director of the Office of 
Middle American Affairs (Stewart) to the Acting Assistant 
Secretary of State for Inter-American Affairs (Rubottom)' 





Washington, April 9, 1957. 
SUBJECT 
Guatemala: Grant Economic Aid for Guatemala in FY-1958 
Problem 


The current NSC policy paper’ for Latin America provides that 
grant economic assistance may be furnished to countries in the area 
to meet conditions of temporary emergency affecting U.S. interests 
which the local government cannot solve with the resources at its 
command. The paper further provides that beneficiaries of such aid 
should be encouraged to relinquish it and to become self-reliant as 
soon as it is practical to do so. The immediate and most serious 
aspects of the emergency confronting the Castillo Armas government 
when it came to power in 1954 can now be considered to have 
ended. The Department and ICA/W have therefore maintained up to 
now the policy that further U.S. grant aid to Guatemala, beyond the 
$36 million authorized through FY-1957, is not justified. It was 
planned to make no request for any further aid of this kind for 
Guatemala in the FY-1958 MSP bill. 

However, the Embassy and the USOM in Guatemala consider 
that further grant aid is needed if U.S. objectives are to be realized. 
Recent reports by study groups sent to Guatemala by the US. 
Congress have praised the progress U.S. aid programs have made 
possible there, and have in effect endorsed additional grant economic 
assistance for Guatemala. Furthermore, members of the House For- 
eign Affairs Committee have informally indicated they intend to 
earmark $12 million in grant aid for Guatemala in FY-1958 in spite 
of the position of the Executive Branch. The Department is thus 
faced with the likelihood of substantial aid for Guatemala being 
made available next fiscal year. Most recently, the Guatemalans have 
officially requested $15 million in such aid, chiefly on the basis that 
it would prevent a return to communism in Guatemala. 





* Source: Department of State, Guatemala Piles: Lot 60 D 647, ICA-Grant Aid. 


? NSC 5613/1; see vol. vi, Document 16. 
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Discussion 

The U.S. objectives in Guatemala may be summarized as fol- 
lows: 1) support the anti-communist government; 2) promote politi- 


cal stability by means of programs to accelerate development, 
realizable economic well-being and a higher standard of living gener- 








Guatemala enjoys a favorable credit rating with lending institutions 
that could provide funds for long-term economic development. 
However, the Embassy and USOM consider that in FY-1958 Guate- 
mala will approach its safe borrowing limit and yet will find itself 
short of funds to 


i 


might endanger the stability of the Castillo Armas Government were 
serious financial problems to develop which might prevent comple- 


the current $18.2 million IBRD loan would arouse popular 
resentment and pose a serious internal political problem for the 


Some U.S. observers have maintained that we have a moral 
commitment to the Castillo Government to continue assistance until 
essential development programs are completed. Certainly it is in line 
with our objectives in Guatemala to do all we can to assure the 
success of the Castillo Government, to minimize the possibility of 
any return to communism, and to protect ourselves from charges 
that should the latter occur it did so because we failed to continue 
economic aii. If we are to be realistic, we must appreciate the fact 
that Guateinala’s record as the only country in the world so far to 











aid to that country while we continue to do so to countries that are 
at best neutrals in the Cold War. Finally, there is the incontrovert- 


recommended by the Embassy and the USOM, could be justified on 


the basis that the emergency which existed in far more serious form 
in Guatemala has not yet been totally eliminated, and because of the 
necessity to give the Castillo Government every chance to create 
lasting conditions in Guatemala that are in line with U.S. objectives. 
Castillo apparently does have a good chance of being able to 
demonstrate that life is better under a democratic form of govern- 
ment than under communism, but it is not yet certain he will be 
able to do so. While doubt still exists, we should not risk failure of 


our objectives by terminating grant aid in FY-1957. 
Recommend ihon 


That ARA take the position that our objectives in Guatemala 
have not yet been achieved, and that for political reasons it seems 
desirable to continue some grant aid in FY-1958. That you authorize 
us to discuss, within the Department and with ICA, means of 
including $7.5 million in defense support aid for Guatemala in the 


forthcoming MSP budget presentation to Congress. 





54. Editorial Note 


In a draft memorandum to Under Secretary Herter, dated April 
15, Rubottom stated that the Bureau of Inter-American Affairs 
believed that a grant of $7.5 million to Guatemala, as recommended 
by the Embassy in Guatemala, was politically justified. The draft 
memorandum reads further: “On the question of aid for Guatemala, 
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there is a difference of opinion between ARA and E. Representatives 
of E take the position that, on balance, it appears that the economic 
objectives of the current aid program have been accomplished, and 
that a continuation of grant ai! t» Guatemala would be difficult to 
defend from the standpoint of both existing U.S. policy in Latin 
America and the relatively strong economic position of Guatemala in 
comparison to other countries in the Hemisphere not receiving U.S. 
grant aid.” (Department of State, Guatemala Files: Lot 60 D 647, 
ICA-Grant Aid) In a letter to Ambassador Sparks, April 29, King 
stated: “The Under Secretary has reached agreement with Mr. Hol- 
lister of ICA to include defense support funds for Guatemala in the 
FY-1958 MSP budget presentation to Congress. However, the 
amount to be requested for Guatemala was reduced from $7.5 
million to $5 million.” King stated further that the objections of the 
Bureau of Economic Affairs to the grant aid were overruled by 
Deputy Under Secretary of State for Economic Affairs C. Douglas 
Dillon who approved the recommendation that further grant aid for 
Guateiala was justified. (/bid.) 





55. Memorandum of Conversations Between the Assistant 
Secretary of State for Inter-American Affairs (Rubottom) 
and President Castillo Armas, Guatemala City’ 


SUBJECT 

Meetings with President Carlos Castillo Armas of Guatemala on Various 

Subjects’ 

During the course of four meetings with President Carlos Castil- 
lo Armas, we covered the following points: 

1. Guatemala Labor Situation*—I told President Castillo that we in 
the United States were very much concerned with the apparent 





‘Source: Department of State, Rubottom Files: Lot 59 D 563, Guatemala. Secret. 
Drafted by Rubottom on July 8. 

* Rubottom, who became Assistant Secretary of State for Inter-American Affairs 
on June 19, visited six countries of Central America June 23-July 5. He was in 
Guatemala July 2-5. 

In a letter dated June 26, to Rubottom in Guatemala City, Fishburn discussed 
relations between the Guatemalan Government and the Consejo Sindical de Guatema- 
la (CSG), a trade union associated with ORIT. Fishburn wrote in part: “It seems to me 
essential that the Embassy diplomatically indicate to both the Government and 
Consejo that a clash would harm both organizations and that restraint and patience 
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differences which had arisen between the government and the CSG. 
1 explained that I did not want to put myself in the position of 
defending everything that the CSG had done, and in fact I felt that 
it had been quite mistaken in some of its policies, but that, never- 
theless, a rupture in relations between the CSG and the government 
might lead to very serious consequences insofar as public opinion 
toward Guatemala in the United States is concerned. The President 
said that he fully understood that this might happen and that he 
hoped that it could be avoided. He never made any reference to his 
personal feeling against Mencos* nor did he refer to the criticism of 
his government by the CSG in its Manifesto on May 1. I suggested 
to the President that we should both try, he within his own 
government and I working with various parties concerned in the 
United States, to avoid a complete break and to try to bring about a 
better understanding. He agreed with this point of view. 

I took advantage of this opening to tell the President how 
surprised I had been to read the language criticizing the CSG for its 
connection with the “imperialists” and “capitalists” ORIT, included 
in the government oficio released a few days before my arrival in 
reply to the CSG’s request for personeria juridica. The President 
expressed surprise at this language also and said that the signer of 
the oficio had been discharged from his office in the Ministry of 
Labor. 

I suggested to the President that a travel grant for certain 
Guatemalan labor leaders and organization members to go to the 
United States might be very worthwhile. He seemed to think this 
was a good idea. I did not allude to the turndown by his govern- 
ment of the three applicants for travel grants out of the CSG, but 
suggested that the travel grants issued might be given to members of 
the CSG as well as the other confederations, mentioning especially 
the SAMF since I understood that it had taken a turn for the better 
in its direction. I later mentioned to the Ambassador and to the 
Labor Attaché that the Embassy might be well advised to act rather 
quickly on this suggestion, and got the impression that they would 
do so. 

2. Aid from the United States—I told the President that he should be 
thinking of the day, which might be very soon, when Guatemala 
would have to make its own way without economic grant assistance 
from the United States. I pointed out that more and more careful 
scrutiny was being given to requests for economic aid and that while 
there was the greatest of sympathy and even affection for Guatema- 





are necessary for both.” (Department of State, Rubottom Files: Lot 59 D 573, 
Guatemala) 
* Mario Mencos, Secretary-General of the CSG. 
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la in the United States, it appeared that Guatemala should soon be 
able to stand on its own feet. The President agreed with this and 
said that he always had it in mind, but added that he was hoping to 
get sufficient aid for FY 58 to enable him to make good on certain 
highway projects as well as some of the remainder of work to be 
done at the Roosevelt Hospital. I told the President that Guatemala 
was being considered for additional aid in FY 58, but that it seemed 
unlikely that she would receive anything like as much as had been 
officially requested ($15,000,000). He did not seem particularly sur- 
prised at this nor did he comment on it. 

3. Belice—The President alluded briefly to the great political 
problem in Guatemala of obtaining its long dreamed-of territory in 
Belice. He said that the Foreign Minister was working on a plan but 
he did not go into any detail. I later discussed this in some detail 
with the Foreign Minister and it will be covered in a separate 
report.” 

4. Honduran Situation—I told the President of my impressions 
gained in my visit to Honduras® and the absolute necessity that 
some political stability be restored to that country. I said that there 
seemed to be moderate optimism on the part of some of my 
informants there that free elections would be held, but that there 
was no guarantee of this in sight. He said that the restoration of 
stability to Honduras was the principal problem in Central America 
at this time. I told the President that I had taken the occasion of 
Villeda Morales” presence in the United States to try to get ac- 
quainted with him and that the latter had made a pretty good 
impression here. I said that he was being given rather careful 
indoctrination on the dangers inherent in communism and of flirting 
with those who might be susceptible of communist influence. The 
President said that he had never thought of Villeda Morales, whom 
he had come to know quite well since he had lived right across the 
street from him in Tegucigalpa while he was in exile, as a commu- 
nist, but that he had always been fearful of his friends and those 
whom he allowed to influence him. He spoke very highly of Mrs. 
Villeda Morales. He seemed to be quite interested in my comments 
on this subject and I went on to suggest that perhaps he, Castillo 
Armas, could capitalize on his previous friendship with Villeda 
Morales by helping him and even influencing him in the event he 
should reach the high office to which he aspired. I pointed out that 
the United States was adhering strictly to its policy of non-interven- 














* Not found in Department of State files. 

* Rubottom was in Honduras July 1-2. 

”Ramén Villeda Morales, leader of the Honduran Liberal Party, was elected 
President of Honduras by the National Constituent Assembly on November 15. 
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tion as always, but that the possibility could not be overlooked that 
Villeda Morales might be elected President. The President seemed to 
be receptive to this idea and did not indicate that he planned any 
drastic action to move against Villeda Morales’ chances. 

5. Klein—Saks Mission—I did not bring up this subject but the 
President once referred to the Klein-Saks Advisory Mission in a 
rather friendly way, adding that he only regretted that he was not in 
a position to see that more of their recommendations were carried 
out. I commented on the very high regard in which the Department 
held the Mission, and the splendid work that it was accomplishing 
both in Guatemala and in Chile. 

6. International Communism—I told the President that the United 
States was still very much on the alert to the threat of communist 
penetration in Latin America, but that we were carrying on the 
discussions in London in good faith in the hope that some under- 
standing might be reached to curtail the threat of a nuclear war. The 
President expressed his understanding of this and his hope that some 
agreement might be reached there. 

7. Feeling toward other Central American Chiefs of State—President 
Castillo Armas expressed very friendly feelings for President Lemus 
of El Salvador and seemed to have rather high hopes for President 
Luis Somoza of Nicaragua, whom he described as “having gotten off 
to a good start”. His only reference to President Figueres was one 
rather ridiculing his constant attempt to meddle in international 
affairs both within and outside Central America. When I mentioned 
to Castillo Armas that some Costa Ricans felt that all three of the 
presidential candidates were satisfactory and that some believed that 
Orlich would not be beholden to Figueres if he were elected, the 
President seemed rather surprised about the latter point. 

8. Arbenz—I inquired directly of the President about the return 
of Arbenz to the Americas and he did not seem unduly preoccupied 
about it. He said that he had known Arbenz nearly all of his adult 
life and that they had once been roommates in a military barracks. 
He said Arbenz was moody, introspective, suspicious, and generally 
unfriendly to most people. He felt that he had been propped up by 
his communist supporters while acting as president of Guatemala. 
He said that he was quite certain that he would now be revealed in 
his true colors and that he constituted no threat to Guatemala or any 
other country. 

9. Forces of Reaction in Guatemala—The President said that his 
greatest concern was the threat to democracy in Guatemala by the 
extreme right—the reactionary forces. He said the big land owners 
and wealthy businessmen had urged that he take much stronger 
steps in repressing those who had been in any way involved in the 
previous government and that he had had great difficulty in refusing 
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to go as far as they insisted that he go. He said that these same 
forces were unwilling to pay proper wages to the workers in many 
cases and that they seemed to be unaware of the importance of 
providing the workers and the Indian peasants of Guatemala a 
chance to improve their standard of living for themselves and future 
generations. The President insisted that he was still forging ahead in 
his effort to overcome this feeling on the part of the wealthy but 
that it was most difficult to accomplish. 








56. Editorial Note 


President Castillo Armas was assassinated in Guatemala City on 
July 26, 1957. In telegram 20 from Guatemala City, July 27, Ambas- 
sador Sparks reported that the motive for the assassination was not 
known and that there was no evidence of a coordinated insurrection 
against the Castillo government. The telegram further stated that 
Foreign Minister Klée informed Sparks that Luis Arturo Gonzalez 
Lopez, First Presidential Designate, would assume that office imme- 
diately. (Department of State, Central Files, 714.11/7-2757) In a 
memorandum to Acting Secretary of State Herter, July 29, President 
Eisenhower wrote in part: 

“I assume that there is no question of ‘recognition’ involved in 
the succession of President Gonzales Lopez in the Presidency of 
Guatemala. This seems to be a succession that follows constitutional 
form so I suppose nothing is necessary. However, I do think it 
would be advisable to get together an early message from me to him 
which might emphasize the satisfaction we had in the friendship of 
his predecessor and the hope that the same type of feeling and the 
same of government policies would continue.” (Eisenhower 
Library, itman File, DDE Diary) 


In a memorandum to Herter, July 30, Rubottom stated that the 
President was correct in his understanding that Gonzalez Lopez’ 
succession to the presidency of Guatemala followed constitutional 
form. Rubottom recommended that Herter forward to the President 
the suggested text of a message to Acting President Gonzalez Lopez. 
Under cover of a memorandum dated July 30, Herter forwarded to 
President Eisenhower the text of the following message to Gonzalez 
Lopez: “As Your Excellency begins the duties of your high office, I 
send you best personal wishes for the success of your administration 
and the well-being of your people. My friendship with your late 
predecessor was a source of great satisfaction to me, and I look 
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forward to the same cordial relations with you. Dwight D. Eisen- 
hower.” 

A report to the President, dated July 31, by Major John S.D. 
Eisenhower on the funeral of President Castillo Armas on July 30, is 
ibid., International File. 





Washington, July 31, 1957—4:05 p.m. 


Tosec 13. Reurtel Secto 3.2 We have been considering possible 
further exploitation communist ties of Castillo assassin and USIA 
already disseminating factually with attribution Guatemalan state- 
ments. Also USIA has been requested collect material from foreign 
sources which would be helpful should we decide further publicity 
warranted. Believe, however, we should proceed with caution in 
adopting official position because Guatemalan reports concerning 
assassin’s connections and motives not yet confirmed here and in 
fact viewed with some skepticism. Possibility cannot be overlooked 
that assassination was rightist plot. 

Herter 





*Source: Department of State, Central Files, 714.11/7-3157. Secret. Drafted by 
? Not printed. 





58. Editorial Note 


Minutes of a meeting of the Intelligence Advisory Committee 
(IAC) on July 30 indicate that the following discussion of the 
situation in Guatemala occurred: 


“Mr. [Allen] Dulles indicated that despite the spate of cables, 
he was as to exactly what had taken . He noted 
that the assassin had a known record as a Communist and had been 
dishonorably discharged from the Army. He stated, however, that it 
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was strange for him to have in his possession incriminati 
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the Navy, the Air Force, the Atomic Energy Commission, and the 
Joint Staff. The IAC consisted of the heads of these intelligence 
staffs and was chaired by the Director of Central Intelligence. 





w 
had 


Memorandum of Discussion at the 333d Meeting of the 
National Security Council, Washington, August 1, 1957’ 


Present at the 333rd Council meeting were the President of the 
United States; the Vice President of the United States; the Acting 
Secretary of State; the Secretary of Defense; the Director, Office of 
Defense Mobilization. Also present were the Secretary of the Trea- 
sury; the Acting Attorney General (participating in Items 2, 3, 4 and 
5); Mr. Frederick Mueller for the Secretary of Commerce (for Item 
1); the Director, Bureau of the Budget; the Chairman, Atomic Energy 
Commission (participating in Items 2, 3, 4 and 5); the Federal Civil 
Defense Administrator (participating in Items 1, 2, 3, 4 and 5); the 
Acting Director, U.S. Information Agency; the Director, International 
Cooperation Administration; Assistant Secretary of State Bowie; As- 
sistant Secretary of Defense Sprague; Mr. William M. Holaday, 
Assistant to the Secretary of Defense; the Deputy Director, Bureau 





"Source: Eisenhower Library, Whitman File, NSC Records. Top Secret. Drafted 
by Boggs on August 2. 
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of the Budget; Mr. Ralph Spear, Federal Civil Defense Administra- 
tion; the Chairman, Joint Chiefs of Staff; the Director of Central 
Intelligence; The Assistant to the President; the Deputy Assistant to 
the President; Special Assistants to the President Cutler and Dear- 
born; the Acting White House Staff Secretary; the Executive Secre- 
tary, NSC; and the Director, NSC Secretariat. 

[Here follows discussion of agenda item 1. “Definition of the 
Term “Mobilization Base.’ ”] 


2. Significant World Developments Affecting ULS. Security 


The Director of Central Intelligence said difficulties might arise 
in Guatemala as a result of the assassination of President Armas. 
The Defense Minister? was in virtual control of the country at 
present, even though nominally the Constituent Assembly was in 
charge. The Defense Minister had been characterized as having a 
good heart but no guts. He would probably be a good candidate for 
the Presidency in the elections to be held a few months hence, 
although he was technically barred by a law requiring candidates to 
be out of the government for six months preceding the election. 

Mr. Dulles said the full story of the assassination had not yet 
been revealed. The Commuzriist infiltration into the President’s guard 
was the result of incredible negligence. The United States had a 
record of the man alleged to have fired the shot, indicating that he 
was a Communist. The United States, of course, did not know that 
he was in the President's guard until the assassination occurred. The 
assassination was kept secret for twelve hours by a news blackout 
established so quickly that it must have been planned in advance. 
All witnesses to the assassination are now under house arrest or are 
unapproachable, and the country is in a state of siege. 

Mr. Dulles felt that a genuine Communist coup would not have 
been handled in this way. The old Communist gang in Guatemala 
appeared to be pleased but surprised by the assassination. Mr. 
Dulles thought it would be wise for U.S. officials to be cautious in 
their comments on the assassination until its true history was 
revealed. He added that it was quite likely that the transfer of 
authority to a new President would be accomplished in a peaceful 
manner after the elections. 

{Here follows further discussion. ] 

Marion W. Boggs 





? Colonel Juan Francisco Oliva. 
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60. Editorial Note 








According to notes of the Secretary’s Staff meeting of August 7, 
Snow discussed the situation in Guatemala as follows: 


and mf bie it eh sey MMe son Bang 
t as y as possible in our ty ommunist - 
tion in the assassination of the President of Guatemala.” (Depart- 
ment of State, Secretary's Staff Meetings: Lot 63 D 75) 


Reference in first line is to telegram 43 from Guatemala City, 
August 5. (/bid., Central Files, 714.11/8-557) In a memorandum dated 
August 8, Hoyt informed Snow of several reports on the situation in 
Guatemala. According to the memorandum, a small group, possibly 
confined to the Presidential palace, was involved in the assassination 
of Castillo Armas. The memorandum stated further: “Since these 
persons are not as yet known, the assassination cannot be identified 
as a leftist or rightist plot.” (bid, ARA Special Assistant's Files: Lot 
59 D 376, Guatemala 1957) 





61. Editorial Note 


The Guatemalan Presidential elections held on October 20 re- 
sulted in a plurality for Ortiz Passarelli, the candidate of the 
Movimiento Democratico Nacionalista (National Democratic Move- 
ment). Rioting in Guatemala City by supporters of General Miguel 
Ydigoras Fuentes, the runner-up, led to the proclamation of a state 
of siege by the provisional government on October 23. The follow- 
ing day, the Army announced that the provisional government of 
President Gonzalez Lopez had been replaced by a three-man military 
junta headed by Colonel Oscar Mendoza Azurdia. On October 26, 
the military junta issued a decree invalidating the elections of 
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62. Telegram From the Secretary of State to the Embassy in 
Guatemala’ 
Washington, November 8, 1957—12:34 p.m. 
239. For Sparks from Rubottom. We increasingly concerned 
reports return certain Guatemalan exiles and their activity and 


fying communists and undesirable political exiles who might be able 
influence political situation in a way favorable to communists. 
Although you naturally will wish make reply through Ministry 
Government, you should not hesitate if deemed feasible and advis- 
able also approach President, Foreign Minister and influential Army 
officials order assure dangerous exile activity eliminated. As | know 
you appreciate, there is too much at stake for Guatemala’s own 
future and its relations with US for us hesitate to give our assistance 





* Source: Department of State, Central Files, 714.00/11-657. Secret. 
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In addition preventing entrance undesirable exiles, important 
GOG adopt firm attitude toward expulsion or firm control those 
who have already returned. Leniency respect these undesirables will 








undesirables, Department wishes be promptly informed with indica- 
tion as to sources such resistance or complacency.’ 








2 


Telegram From the Secretary of State to the Embassy in 
Guatemala’ 


Washington, November 26, 1957—4:51 p.m. 


275. For Ambassador from Rubottom. Department still seriously 
concerned over political vacuum existing between extreme right and 
extreme left in Guatemala. It is apparent that most thinking Guate- 
malans, including Army, recognize necessity of filling this vacuum 
with best possible candidate who can solidify center political groups 
and bulk of Army in upcoming elections. If these moderate sectors 


achieve victory for staunch anti-Communist who will still have 





* Source: Department of State, Central Files, 714.00/11-2657. Secret. 
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popular appeal and will undertake program to help all classes of 
Guatemalans.” 

While U.S. must, of course, avoid any kind of intervention in 
Guatemalan internal affairs, believe you and Embassy can play 
important constructive role at this vital juncture. Leaders of various 
central political groups, Army Officers, business leaders, newspaper 
directors and writers, education administrators, and even key leaders 
in church hierarchy have, it is noted, customarily sought out Ambas- 
sador and Embassy staff members to discuss Guatemalan political 
problems. You should take advantage of these opportunities in 





You need not hesitate make clear as you already have to Flores 
Avendafio that continuation of economic aid to Guatemala depends 
on emergence of solidly anti-communist government from elections. 
US public and US Congress simply would not tolerate supporting a 
government tainted with communism. 

Dulles 





* Notes of the Secretary's Staff meeting, November 29, indicate that Rubottom 
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64. Telegram From the Secretary of State to the Embassy in 
Guatemala’ 





Washington, December 6, 1957—10 p.m. 


298. For Ambassador from Secretary. Continued reports of re- 
turn of communist, pro-communist and other undesirable exiles are 
now causing considerable apprehension in the United States, as 
evidenced by New York Times editorial December 4* and comments to 
Department of American businessmen and other persons interested 
in Latin America. In view these developments you should seek 
audience immediately with President Flores and emphasize to him 
my own concern over communist threat and potential which return 
of these undesirable elements presents for Guatemala. 

You should reiterate points included Deptel 254.’ In addition 
you may state that we have reliable reports indicating that large 
sums of money are being furnished these exiles from communist 
sources in Mexico and possibly directly from Moscow. It is already 
evident that the freedom accorded these exiles by the provisional 
Government has allowed increase in communist activity and in 
political activity which cannot help but result in benefit for commu- 
nists. Fact that elements such as Arbenz leader Guillermo Toriello, 
whose pro-communist activities and fight against anti-communist 
resolution at Caracas are so well known throughout hemisphere, 
should be allowed return to reside and operate openly in Guatemala 
City at this time, can only damage Guatemala’s prestige abroad and 
weaken faith in status as an anti-communist stronghold. 

Emphasize to President that this increased threat of communist 
infiltration which appears be growing daily in Guatemala is being 
watched closely by Guatemala’s friends and by entire free world. 
There is no room for complacency. In addition if Guatemala hopes 
regain favorable climate for investment, it must, in its own interests, 
make sure that it provides ample evidence of its ability fully to 





Secretary Dulles. Assistant Secretary Rubottom forwarded a draft of this telegram to 
signature under cover of a memorandum dated December 5. 
feel that a personal message from you is warranted 
the situation and because of the fact that the Govern- 
ment has not seen fit to act on our previous approach. | believe a message from you 
effect.” (Ibid, 714.00/12-557) 

* The editorial was entitled “Guatemalan Crisis”, Naw York Times, December 4, 
1957, p. 38. 

* Not printed. (Department of State, Central Files, 714.5-MSP/11-1457) 
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I am informed the Embassy has cooperated with the Guatemalan 
Government by indicating some 500 undesirables on a list of exiles 
which Guatemalan Government has presented. Yet, reports indicate 
that a number of those on that list have already returned either 
clandestinely or openly and that Flores Government has not taken 
action against them. 

I cannot fail to express my concern over this dangerous situa- 
tion. I would appreciate receiving your comments as to reaction of 
President Flores. 





Dulles 





65. Telegram From the Secretary of State to the Embassy in 
Guatemala’ 


Washington, December 12, 1957—6:46 p.m. 


307. Embtel 231.’ Department considers President Flores’ speech 
concerning ability and intent GOG control communism not convinc- 
ing nor in accord with actions his Government so far. Rapid buildup 
PR with known communist support is most important factor in 
present grave political situation. Flores’ statements in speech and to 
Ambassador clearly indicate lack of understanding of communist 
threat and tactics and even raise question of his possible involve- 
ment with PR, Mendez Montenegro and leftist groups. This further 
heightened by presence his Cabinet known leftist Ministers Gober- 
nacion, Education and Labor’ and by attitude with respect IRCA 
strike. 

In view foregoing and evident increased strength PR (Embtel 
233"), following is set forth for Embassy guidance. Department 
considers election of Mario Mendez Montenegro and PR would be 
most undesirable of possible eventualities now in prospect, and that 
this would prove in long run most harmful to Guatemala’s interests, 
US interests in Guatemala and US-Guatemalan relations. 

. . . Mendez has been known as opponent of US companies in 
Guatemala and of GOG agreements with US companies. Department 





‘Source: Department of State, Central Piles, 714.00/12~-1257. Secret. 

*In telegram 231 from Guatemala City, Dece? er 11, the Embassy reported on 
Flores’ radio address to the nation. (/hid, 714.00/12-1157) 

ents Gatun, Julio Bonilla, and Carlos Enrique Peralta, respectively 
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believes that troubles of US companies would multiply under regime 
headed by him, and believes this already indicated by PR backing of 
strike and intervening of IRCA. 

Further, though present PR leaders profess anti-communism and 
are apparently considered too moderate by PGT and communist 
leadership it does have within its cadres a number of Arbenzistas 
who actively working behalf PR candidate. Fact is that no steps have 
been taken to purge PR of communists. PGT is known to be 
supporting PR, and to be making every effort to increase infiltration 
and influence among groups affiliated with PR, and to have plans 
replace many present PR leaders with persons sympathetic 
PGT. . . . Department believes that Mendez if elected could never 
succeed in maintaining for long position of anti-communist left 
which would be most vulnerable to repetition of left’s gradual 
domination by communism as under Arevalo and Arbenz. 

Dulles 





66. Memorandum of a Conversation, Guatemala Ci ., 
December 28, 1957’ 


PARTICIPANTS 


President Flores Avendaho 
Ambassador Sparks 
Mr. Vebber 


I called on President Flores after talking with the Foreign 
Minister’ to inform him *}: © was going to Washington on Decem- 
ber 29 in compliance with instructions from the Department. 

The President immediately brought up the matter of returned 
exiles and said that any here illegally and covered by Transitory 
Article Six of the Constitution would again be expelled from the 
country. He reiterated his intention to follow an entirely legal line in 
dealing with the exile problem and said I could assure the Depart- 
ment that he would not allow any of those returning who might be 
dangerous and could not get Supreme Court approval to remain. He 
said one of the principal difficulties is the files of the Security 
Office. The files are completely inadequate for use in opposing 





* Source: Department of State, Central Files, 611.14/12-2857. Confidential. Draft- 
ed by Vebber, Counselor of the Embassy in Guatemala. 
Adolfo Molina. 
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appeals by the exiles for Supreme Court injunctions (amparos) and 
that it often takes the Government considerable time to gather 
evidence for presentation to the Court. But, he repeated, he will not 
allow communists’ to remain in Guatemala. 

The President mentioned the newspaper campaign in behalf of 
the returning exiles and said that the public is also on their side. The 
public is anti-Communist, he said, but sympathizes with the exiles 
when the Government tries to re-deport them. He is determined to 
follow the law in all cases and said that any attempt to violate the 
law and arbitrarily jail or expel the exiles would be disastrous and 
might result in his overthrow. 

The President said that with the law or. his side he is prepared 
to deport the exiles as he had done in the case of Gonzalez Juarez. 
He will follow the same course in the case of Guillermo Toriello. 
Toriello has gone into hiding. The President said it could be very 
difficult to find Toriello. He recalled that during the Arbenz regime, 
he himself was once sought by 100 police with a 6000-quetzal price 
on his head but although he spent several months hiding only two 
blocks from where his wife lived, he was not found. 

The Ambassador asked the President his impression of the 
eiectoral campaign. The President replied that he believed the PR 
strength to be greatly exaggerated and that the race was between 
Ydigoras and Cruz Salazar. From his remarks, it seemed evident that 
he favors Ydigoras. The Ambassador asked if he thought any 
candidate would get a clear majority. The President hesitated a 
moment and then replied negatively but he quickly added that if 
any candidate did get a majority, it would probably be Ydigoras. He 
told the story of a woman who visited him from one of the outlying 
towns. She belonged to the Christian Democratic Party, which has 
proclaimed Cruz Salazar as its candidate in a unificatio. move with 
MDN and other groups. She said, “Don’t worry, Mr. President, in 
my town we Christian Democrats and the Ydigoristas have an 
understanding,” and she interlocked her fingers to show what she 
meant. The President said the Christian Democrat leaders could 
come out for Cruz Salazar but that the rank and file of the party 
would still vote for Ydigoras. 

The President said he had been following a moderate course to 
gain the confidence of the people and he felt he had succeeded. He 
said he was neutral in the elections and added that this was proved 
by the fact that he has been accused by MDN of favoring Ydigoras 
and by the latter’s followers of supporting Cruz Salazar. He said he 
would tighten up a bit in January but did not say where or how. 





*The word “undesirables” was deleted at this point in the source text and 
replaced by the handwritten notation “communists”. 
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The President seemed confident that the post-election distur- 
bances in October would not be repeated after January 19. He said 
he would not allow them and implied that he had the backing of the 
armed forces. He was critical of the way in which the Gonzalez 
Lopez government had allowed the street demonstrations last Octo- 
ber and said that tear gas and smoke bombs could have broken them 
up. He said people subjected to a constant stream of tear gas would 
think twice about demonstrating again. He stressed that the army 
would not shoot Guatemalans in the street and that he would not 
ask it to do so. 

The President repeated that he would not stay in office a single 
day beyond his provisional term. He said he had been approached 
by several people with plans for his continuance. One suggestion 
was that Congress dissolve itself, allowing him to remain as Presi- 
dent. He said that if Congress tried that he would lasso the members 
and bring them back because “a sentry can not leave his post.” He 
admitted he could not anticipate every contingency and remarked 
that there could be an earthquake on January 19 that would prevent 
voting. But he will leave office, he said, even if he has to call in 
“Monsenor” (the Archbishop) and hand over the Presidency to him.‘ 





* The elections of January 19, 1958, resulted in a plurality for General Ydigoras. 
With no candidate receiving a simple majority, the Guatemalan Constitution required 
that the Congress choose between the leading candidates, Ydigoras and Cruz Salazar. 
On February 12, the Guatemalan Congress elected Ydigoras. He was sworn in as 
President on March 2, 1958. 











HONDURAS 


POLITICAL, ECONOMIC, AND MILITARY RE!.ATIONS OF THE UNITED 
STATES AND HONDURAS’ 


67. Despatch From the Ambassador in Honduras (Willauer) 
to the Department of State’ 


No. 287 Tegucigalpa, December 2, 1955. 
SUBJECT 


Airplanes and Parts Honduran Government Desires to Acquire Through 
Purchase’ 


On November 24 Chief of State Lozano personally requested 
the Ambassador to forward officially to the United States Govern- 
ment the statement that Honduras is now prepared to enter into a 
firm contract for purchase of the following equipment for the Air 
Force of Honduras: 


ii oa dadasicnmiadiidabiel $105,000 
Spare parts For Five Years .........cccrcccsccccsscccccseess 390,000 
a i ait cc ata hildlaas 167,000 
Spare parts and complete equipment ................... 640,000 
iy RIED cadecedbidssdsedecibdnsdiccceibecssencccccnced 27,000 





‘Continued from Foreign Relations, 1952-1954, vol. tv, pp. 1293 ff. 

* Source: Department of State, Central Files, 715.5622/12-255. Confidential. 

*In a memorandum of August 30, Frederick E. Nolting, Jr. forwarded to the 
Department of Defense a Honduran request for purchase of military aircraft. This 
memorandum, sent to the Office of Military Assistance, International Security Affairs, 
reported that the Department of State approved of meeting the request. The memo- 
randum also recommended that the Department of Defense transmit to the Embassy 
in Tegucigalpa information on price and availability of various aircraft, adding, 
however, that formal negotiations for the sale of equipment must be conducted in 
Washington. ('bid., 715.5622/6-1655) The substance of this memorandum was trans- 
mitted to the Embassy in telegram 35 to Tegucigalpa, August 26. (/bid., 715.5622/ 
8-1955) 

* A handwritten notation on the source text at this point reads: “See telegram 105 
of 1/13/56 to Tegucigalpa.” In the referenced telegram, the Department informed the 
Embassy that the planes designated for sale to Honduras required rehabilitation. It 
further reported that the only purpose of a proposed trip by Colonel Hector Caraccioli 
to the United States would be to sign a sales contract, deposit the purchase price for 
the equipment, and arrange with private commercial firms for the necessary repairs to 
the aircraft. (/bid., 715.5622/1-556) 


155 











156 _ Foreign Relations, 1955-1957, Volume VII 








Lozano stated that an immediate cash payment in full would 
strain the budget considerably and has asked if any installment 
terms are available or for other suggestions as to alternative payment 
plans. However, it appears that financial considerations are of sec- 
ondary importance and full cash payment can probably be arranged 
for the speedy completion of this transaction. 

Lozano is most anxious to proceed as expeditiously as possible 
with the purchase of these aircraft and the Embassy strongly en- 
dorses the need for speed. 

The present aircraft (P-63s and P-38s) are a menace from the 
safety point of view due to long years of service and extreme 
difficulty in obtaining replacement parts. It will be recalled that the 
Chief of the Air Force was killed in an accident May 18 of this year 
on take-off in a P-38 and recently one of the newly graduated pilots 
was killed. Additionally, it is felt that the Air Force continues to be 
apolitical and a great source of stability in the country. If the Air 
Force appears to be well equipped the chances for peace in the 
forthcoming elections now likely to be held in April will be notably 
increased. 

Whiting Willauer 





68. Memorandum From the Director of the Office of Middle 
American Affairs (Newbegin) to the Representative to the 
Council of the Organization of American States (Dreier)' 


Washington, December 21, 1955. 
SUBJECT 
Present Status of Nicaraguan-Honduran Boundary Dispute 


The dispute over the boundary between Nicaragua and Hondu- 
ras arose in the eighteen-fifties, and the first attempt at settlement 
by appointment of a commission started in 1858. Honduras took 
exception to a preliminary boundary convention which resulted from 
the commission’s work in 1869. Later in 1894 and 1895 Honduras 
and Nicaragua ratified the Gamez-Bonilla Treaty which provided for 
another mixed commission to mark the boundary. Members of the 
commission could not agree on that portion of the boundary north- 
eastward from Portillo de Teotecacinte to the Caribbean. Under 





* Source: Department of State, Central Files, 615.1731/12-2155. Confidential. 
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terms of the Gamez-Bonilla Treaty the disagreement was submitted 
in 1904 to the King of Spain. 

On December 23, 1906, King Alfonso XIII handed down his 
laudo which generally favored the Honduran claims. This was ac- 
cepted by Honduras, and also accepted by President Zelaya of 
Nicaragua who stated in a telegram to the President of Honduras 
that “the burdensome question of the boundary was settled in a 
manner [as] satisfactory as the arbitration was friendly .. . “’ In 
1907 President Zelaya stated again that Nicaragua accepted the 
decision “with pleasure” but that he had given instructions for his 
minister to obtain clarification on some obscure and contradictory 
points. 

When the Honduran government asked in 1911 that the two 
governments proceed to mark the border, the Nicaraguan Foreign 
Minister declared the arbitration null and void. In the meantime 
Nicaragua was accused of intervention in Honduran affairs. Since 
that time there have been a variety of attempts at settlement, and 
relations between the two countries have always been strained in 
varying degrees. There have been a number of minor border inci- 
dents. 

The United States extended its good offices in 1913 and again 
between 1918 and 1920. In 1925 Honduras offered to accept the 
arbitration of the Chief Justice of the United States.’ President 
Moncada of Nicaragua in 1929 publicly stated his acceptance of the 
King of Spain’s laudo, but there was no follow-up toward settle- 
ment. Direct negotiations between Honduras and Nicaragua were 
resumed in 1931 and a Commission of Conciliation with American 
representation worked intermittently on the dispute for several years 
without results, until in 1941 the Honduran Government notified the 
mediating countries that it considered the Commission terminated. 

In 1944 the incumbent Honduran Foreign Minister told repre- 
sentatives of the Department that Honduras had withdrawn from 
the mediation because it gained the impression that Ambassador 
Corrigan’s activities as a member of the Commission tended to 
undermine the King of Spain’s Award. No action was taken during 
the war years. 

More recently the Department’s position has been not to take 
any step which might be susceptible of interpretation of United 
States involvement in this long-standing question. Our position has 
been that both parties should make bilateral effort to settle their 
controversy, and that failing that they should utilize pacific settle- 
ment procedures, preferably the International Court of Justice. Both 





* Ellipsis in the source text. 
* William Howard Taft. 
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countries appear to be agreeable in principle to this, but there is a 
dispute on the terms under which it can be submitted. Honduras 
considers submission to be, in general, a move to obtain enforcement 
of the King of Spain’s laudo, while Nicaragua will not go te «curt 
under these terms, since it considers the laudo null and void. 

The only progress made to date has been the agreement of the 
two countries on the principle of setting up a mixed boundary 
commission to replace the markers along the border between the 
Gulf of Fonseca and Teotecacinte. This section of the border is not 
under dispute although there have been minor incidents, and during 
May, 1955, Honduras rushed troops to this section. This was the 
occasion for considerable excitement in Honduras. Chief of State 
Lozano’s opposition and Nicaragua have accused him of using this 
issue to detract attention from the domestic scene. There have been 
other minor incidents. 

During the past two months, the Honduran Government inten- 
sified its activity with regard to the border dispute. Foreign Minister 
Mendoza has informed us that if the Nicaraguans will not take the 
matter to the International Court of justice, Honduras will bring the 
matter to the COAS. A third alternative, which the Hondurans do 
not wish to use, would be that of armed force, according to 
Mendoza. 

President Somoza is apparently unperturbed about the situation, 
and, according to our Embassy, has never reinforced his usual border 
guard. The various incidents have received only passing notice in the 
Nicaraguan press. Our Embassy in Tegucigalpa feels that the present 
attitude on the part of the Lozano government is at least partially 
attributable to the domestic situation in Honduras and the fact that 
elections are supposed to be held within a few months. The Lozano 
government must make some sort of showing on the issue in order 
to front opposition claims. 

The Government of Honduras has appointed Dr. Celeo Davila, a 
prominent Liberal lawyer, to pursue the Honduran claim, and it has 
also retained the services of Dr. Manley P. Hudson. Nicaragua, while 
rejecting the Honduran terms for submission to the International 
Court, has offered to settle the matter peacefully. One recent bizarre 
suggestion made by President Somoza was that a union of the 
border provinces of Honduras and Nicaragua would eliminat: the 
issue, or a union between the two countries. Honduras is currently 
engaged in lining up support from other American Republics in the 
event that the dispute is taken to the COAS. 

Honduran Foreign Minister Esteban Mendoza has recently been 
in the United States on an incognito visit for the purpose of 
discussing the Honduran case with Dr. Hudson. On December 19 he 
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also discussed the Honduran position at length with Assistant Secre- 
tary Holland at the latter’s home.‘ 

The Hondurans indicated that they might consent to arbitratior. 
if the terms are phrased so that the Laudo of 1906 is not the issue. 
He said it might be agreeable to Honduras if one or both countries 
made charges that their territories were illegally occupied and that 
this issue be put up to the International Court of Justice without 
specific reference to the laudo. 

Mr. Holland said that he would be glad to mention the matter 
informally to the Nicaraguans without assuming any responsibility. 
This was done on December 21, when Mr. Newbegin talked with 
Ambassador Sevilla Sacasa, who promised to consider the possibility 
and to take it up confidentially with the Nicaraguan Foreign Office 
during a holiday visit in Managua. 

In June 1955, Miss Whiteman, Assistant Legal Adviser, prepared 
a 20-page summary concerning the history of the border dispute, if 
more detailed information is desired.° 





* According to a memorandum of conversation of December 19, Mendoza stated 
to Holland that three courses were open to Honduras in this matter: “(1) She could 
settle the matter by recourse to arms; (2) refer the matter to the International Court of 
Justice which she was ready and willing to do, but there was some question as to the 
feasibility of this since the Nicaraguan Government had not accepted the compulsory 
jurisdiction of the Court; (3) refer the matter to the OAS under the appropriate 
provision of the Rio Treaty.” (Department of State, Holland Files: Lot 57 D 295, 
Honduras) The Inter-American Treaty of Reciprocal Assistance (Rio Treaty) was 
signed at Rio de Janeiro, Brazil, September 2, 1947, by representatives of the United 
States and 18 countries of Latin America. It was ratified by the President of the 
United States on December 12, 1947, and entered into force on December 3, 1948. For 
text, see 62 Stat. 1681. 

* Not found in Department of State files. 
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69. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Secretary of State’ 











Washington, July 12, 1956. 
SUBJECT 
Honduras: Exiling of Liberal Party Leaders Increases Tension 


The Department is informed that de facto Chief of State, Julio 
Lozano, with the consent of the cabinet, on July 9 arrested and 
exiled Ramon Villeda Morales, Liberal Party bead, Francisco Milla 
Bermudez, Liberal leader, and Oscar Flores, Liberal newspaper editor. 
The deportation to Guatemala followed a purported attempt to 
foment a general strike against the government on July 25. Gonzalo 
Carias, a Nationalist Party leader, has presumably avoided an at- 
tempt to exile him. 

Lozano’s action, which we feel was ill advised, may bring a 
showdown between the government and the opposition prior to 
elections which were called for October 7. There has been some 
student rioting, but without casualties or serious consequences re- 
ported to date. Lozano claims to have the situation in hand although 
he has admitted to Ambassador Willauer that these developments 
will probably preclude his attendance at the Panama Meeting.” He 
can probably maintain control as long as the armed forces remain 
loyal. 

There is speculation concerning the role of ex-President Tiburcio 
Carias, former “strong man”, and his Nationalist Party. The Nation- 
alists have recently been aligned with the Liberals for the purpose of 
ousting Lozano either by election or possibly by other means if they 
feel that the election is controlled by Lozano. Carias may still have 
backing from some military elements. 

Liberals and Nationalists polled eighty per cent of the vote in 
1954 elections although they were not in alliance at that time. A 
bitter feud has been in progress for the past five months between 
the government and the opposition, and Lozano has been moving 
more toward the use of force to maintain control. One small faction 
of the Liberal Party is supporting the government instead of Villeda, 
and Lozano is also backed by the Reformist Party and some Nation- 
alists. His popular support is, however, in the minority. 

It is believed that this is largely a domestic political struggle and 
that the small Honduran communist group is not playing any 





‘Source: Department of State, Central Files, 715.00/7-1256. Confidential. A 
handwritten notation on the source text indicates that the Secretary saw this memo- 
randum. 

* See vol. vi, Documents 109 ff. 
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important role, although it may be expected to attempt to take 
advantage of any difficulties. Many Liberals are said to feel that the 
United States is “supporting” Lozano and the action of the Chief of 
State might ‘-crease anti-American feeling in some areas.’ 











During the course of a general conversation on the Honduran 
political crisis, Ambassador Willauer referred to a previous confer- 
ence attended by him with Mr. Holland, Mr. Neal and Mr. Wollam. 
At that conference, the Ambassador pointed out that he felt he 
could possibly aid in bringing about a peaceful compromise solution 
between all the parties in the forthcoming elections but that he was 
not free to do so under Department's instructions of June 26.’ He 
reminded those present at the current meeting that it had been 
decided at the previous meeting that the Ambassador's instructions 
should not be changed, but that another course of action in the 





* Source: Department of State, Central Files, 715.00/9-2756. Confidential. Drafted 
by Willauer. 

*In instruction 140 to Tegucigalpa, June 26, the Department stated that the 
Embassy should abstain from any activity which gave the appearance of interference 
in the domestic politics of Honduras. (/bid, 715.00/6-2656) In a memorandum of 
conversation dated August 15, Ambassador Willauer stated in part that “he thought 
the only hope for Honduras was a tripartite coalition government which would 
provide all groups with participation in the big business of government. He felt that 
the Department's instruction did not give sufficient latitude for him to take advantage 
of opportunities to use his influence with the various factional leaders to this end.” 
(ibid., 715.00/8-1556) 
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the Guatemalan crisis’ and the sequence of events during and after 
the elections of 1954, when he had worked with all political leaders 


looked to him as a personal friend and as a force for peace and 
compromise in their countries. In the upcoming crisis, probable at 
the time of the October elections, it would be difficult for him to be 
in Honduras and still see these leaders without the risk of unfound- 
ed accusations of intervention from those who might ultimately lose 


trying to work out a compromise whereby nobody would be serious- 
ly hurt in the elections. 

After a general discussion of this problem, it was the consensus 
that in view of the Department's policy in these instructions and the 
other factors involved, it would probably be better for Ambassador 
Willauer to remain away from Honduras until after the elections. 
Ambassador Willauer agreed to the suggestion that since the Depart- 
ment in this situation desired to be very strictly non-interventionist, 
his staying away, resulting in having no part in any negotiations, 
would help to confirm in the minds of the Hondurans our policy of 
strict non-intervention. 

It was then pointed out that while it would be entirely normal 
and usual for the Ambassador to be present during elections, Mr. 
Rubottom and Mr. Neal agreed that under the circumstances it 
would be preferable for the Ambassador to stay away if a reasonable 
excuse could be found. The Ambassador then stated that it was 
well-known in Honduras that he had had a mild illness which had 
been diagnosed locally as a case of typhoid, and had been under 
medical treatment for three weeks during the month of July. Since it 
is well-known that typhoid is difficult to contract after proper 
inoculations, the Ambassador has been taking special checkups in 
the States to find out just what his previous illness had been. The 
fact of the matter is that he has been given a clean bill of health by 
the highest authorities in the United States. Nevertheless, since this 
is not known publicly, it would be possible to build a very plausible 





> For documentation on the overthrow of Guatemalan President Jacobo Arbenz by 
Carlos Castillo Armas in June 1954, see Forrign Relations, 1952-1954, vol. tv, pp. 1173 ff 
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story around the Ambassador's absence, on the grounds that addi- 
tional checks were still needed. 

It accordingly was decided to cable in the clear to the Embassy 
that the Ambassador needed additional checks and therefore could 
not be back during the elections. 





71. Editorial Note 


In elections to the Honduran Constituent Assembly held on 
October 7 the National Union Party, supporters of President Lozano, 
won all 56 seats. On October 21 Lozano was deposed in a bloodless 
coup by a military junta composed of General Roque Rodriguez, 
Lieutenant Colonel Hector Caraccioli, and Major Roberto Galvez. In 
an unnumbered telegram from Tegucigalpa, October 21, Chargé John 
C. Pool stated in part, “Lozano turned over authority in presence 
diplomatic corps (four being absent including me) but not in pres- 
ence junta or their reps. Corps accordingly does not consider pres- 
ence constituted recognition junta.” (Department of State, Central 
Files, 715.00/10-2156) In telegram 183 from Tegucigalpa, October 23, 
Pool reported that the new government had effective control of the 
country and seemed to enjoy the support of the major political 
parties. Pool stated further that in a proclamation read over the 
radio, the junta “promised on honor as military men to "emain in 
power only for that period required to bring country back to 
constitutionality, at which time they would turn over government to 
civilians of truly popular choice. Embassy recommends recognition.” 
(Ibid., 715.00/10-2356) 
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72. Memorandum From the Acting Assistant Secretary of 
State for Inter-American Affairs (Rubottom) to the 
Secretary of State’ 








Washington, October 24, 1956. 
SUBJECT 
Recognition of New Government of Honduras 


On October 23, 1956, our Embassy in Tegucigalpa received a 
note from Foreign Minister Esteban Mendoza formally notifying the 
United States of the establishment of a new government in Hondu- 
ras. The note states that the new government commands the recog- 
nition, respect and obedience of all civil and military authorities, 
that there have been no disorders, and that the populace has 
received the new government with enthusiasm. It further states that 
the new regime will fulfill all commitments and international obliga- 
tions, and that it desires to continue cordia) zelations with the 
United States. According to the note, a fund=mental purpose of the 
new Government is to restore constitutionality through early free 
elections. 

The new government is headed by a military junta composed of 
General Roque Jacinto Rodriguez, Lt. Col. Hector Caraccioli Monca- 
da, and Major Roberto Galvez Barnes, who assumed control in a 
bloodless coup on October 21, 1956. The new cabinet contains 
representatives of the majority parties as well as independents. 
Members of the junta are considered pro-American and anti-com- 
munist. 

It is believed that the new government has the support of a 
large majority of the population in addition to the organized armed 
forces. The action by the new junta may have precluded a violent 
revolution which had been feared under the conditions previously 
pertaining. The statements contained in the note delivered by the 
Government of Honduras are believed to be essentially correct, and 
the usual requirements for recognition have been met. 

Adherents of the former Lozano Government made a strenuous 
and partially successful effort to convince the populace and other 
countries that the United States “supported” Lozano. For this reason 
and in the furtherance of the best interests of the United States at 





* Source: Department of State, Central Piles, 715.02/10-2456. Confidential. 
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this time it is believed that we should give prompt recognition to the 
new government.” 


Recommendation: 


That you sign the attached memorandum to the President, and 
authorize us to extend recognition not later than Saturday, October 
27, 1956.° 





2In a memorandum to Rubottom, October 22, Jack D. Neal stated that “for 
various reasons the United States has been closely identified with the Lozano regime. 
This was last commented on by the Inspectors who are currently in Tegucigalpa. We 
have been endeavoring to illustrate that we were not closely tied to Lozano, and that 
we are pursuing a policy of non-intervention. It is thought that we should, for the 
above reasons, grant recog, ition to the new government without undue delay.” (/bid., 
715.02/10-2256) 

> The United States extended recognition to the military Government of Honduras 
on October 27. For a press release, see Department of State Bulletin, November 5, 1956, 
p. 703. 





73. Letter From the Ambassador in Honduras (Willauer) to 
the Acting Secretary of State’ 


Tegucigalpa, November 30, 1956. 


DEAR MR. Hoover: I am writing you personally despite the fact 
that I know you are snowed under by the international problems 
you are so ably handling. I am doing this because on numerous 
occasions you have personally shown me consideration for my own 
problems in running the job down here and also I know that in your 
former civilian capacity you had much experience in Central Ameri- 
ca. 

We are at a critical juncture in the affairs of Honduras and if 
things don’t go right here I prophesy they won’t go right in the rest 
of Central America. I don’t say there will be Guatemala to do all 
over again but I do submit that there wi!! be a real mess, and as you 
know, messes in Honduras, the center of Central America, tradition- 
ally slop over into other countries. 

What has happened in essence in Honduras is that a group of 
the finest men in the country have taken over. This is the Junta and 
their supporters, military and civilian, that staged a bloodless coup 
on October 21. They all appear to be dedicated patriots, and most of 





'Source: Department of State, Central Files, 715.00/11-3056. Secret; Personal. 
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them are civil leaders who have never been in politics, have gotten 
sick and tired of all the mess caused by personalized political 
ambitions in the last several generations and have “thrown out the 
rascals.” This, of course, they had to do with the aid of the military 
who to date have shown themselves to be not such a bad lot. 

Through regular channels I shall be submitting next week a 
request for a small amount—not to exceed five million dollars—of 
Smathers Amendment long-range loans and/or grant-aid.? I hope 
some real attention will be paid to this request because I feel that 
unless the economy moves forward—and this money is required for 
that purpose—the good civilian elements in the Government will 
lose ground and we will be headed for a tough, tight dictatorship 
which will inevitably tend to align itself with the politicos who have 
just been thrown out. 

Let us not forget in our deliberations that we really owe 
Honduras something for the part she played in the overthrow of 
Arbenz. Incidentally, the Hondurans themselves feel this very keen- 
ly. I hasten to add that they are not making any demands but when 
they view all that is being done for Guatemala they are a little hurt 
at our apparent neglect of Honduras during its past and present 
crises. You will recall that at great peril to themselves they gave a 
home and base to Castillo Armas without which he could not have 
overthrown Arbenz. You will also recall that most of their current 
economic ills can be directly traceable to the disastrous strikes which 
the Communists organized and financed from Guatemala as a 
counter-measure to prevent the Castillo Armas attack. 

Perhaps because of its size, perhaps because of its previous 
tranquil history, but in any event for some cause or other there has 
been a tendency to push the problems of Honduras into the back- 
ground, in comparison to the treatment given to more dramatic 
problems of Guatemala or of Costa Rica and Nicaragua. I cite you 
two instances: On October 10, 1955 then Chief of State Lozano 
unsolicited walked into my office and presented me with a check for 
$25,000 for aid to the distressed area of Connecticut after our floods 
in 1955. This was in appreciation for what we did at the time of 
Honduras’ floods in 1954. I asked the Department for maximum 
publicity at home but very little was done. When I was in Connecti- 
cut visiting such a well informed man as my friend Roy Larsen, 
President of Time, at his farm I discovered that neither he nor his 
farmer had heard of this. 





*The amendment to the Mutual Security Act of 1956, named after Senator 
George A. Smathers (D-Fla.), provided for the use of a portion of the defense support 
funds authorized in the Act for health, education, and sanitation projects, and for land 
resettlement programs in Latin America. For text of the Mutual Security Act of 1956, 
(Public Law 726), enacted July 18, 1956, see 70 Stat. 555. 
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On November 12, 1956 Honduras was one of the first to offer 
to take Hungarian refugees. They sent a telegram directly to Presi- 
dent Eisenhower, not knowing any other channel. Proportionately, 
the 100 they offered to take represented twice what the United 
States appears to be doing and was very early in the game. 7o date no 
acknowledgment of this gesture has been received and in the first 
list of the United Nations Relief Commission Honduras’ name was 
left off. There is a long list of similar apparent neglect such as in 
the cash purchase of planes. 

For all of the foregoing reasons and for the additional reason 
that after all Honduras’ vote in the United Nations (which has 
always until now followed the United States) is important to us these 
days, I earnestly request a few minutes of your time to see what we 
can do for this very deserving Government. 

With warmest personal regards, I am, 

Sincerely yours, 

Whiting Willauer 





* A handwritten note, “Done”, appears at this point in the source text. 





74. Memorandum From the Director of the Office of Middle 
American Affairs (Neal) to the Acting Assistant Secretary 
of State for Inter-American Affairs (Rubottom)' 


Washington, December 6, 1956. 
SUBJECT 
Honduras: Letter of Ambassador Willauer to the Under Secretary 


Reference is made to a personal-secret letter dated November 
30, 1956 to the Under Secretary from Ambassador Willauer which 
was delivered to his office by Mr. Kimmel’ and referred to MID for 


reply. 





'Source: Department of State, Central Files, 611.15/12-656. Secret. Drafted by 
Park F. Wollam of the Office of Middle American Affairs. Transmitted to Rubottom 
under cover of a handwritten note from Neal, December 7, which reads: “Dick—Park 
W. is a bit hurt because of some of Whitie’s statements in his letter to Hoover. It is 
too bad Whitie feels he has to cast reflections on others while he is trying to polish 
his own apple. His statements are so unfounded they don’t worry me but we should 
set the record straight by a letter from you or Mr. Hoover. Jack.” A handwritten 
notation on Neal’s note reads: “Park, Try drafting a letter—see me first. R.R.R.” 

* Roy I. Kimmel, First Secretary and Consul of the Embassy in Honduras. 
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In this letter Ambassador Willauer requests consideration for 
special assistance to Honduras in its present economic crisis. He also 
notes an alleged tendency to “push the problems of Honduras into 
the background” and he refers to several matters in which he feels 
that the Department has not given adequate consideration to Hon- 
duras. 


1. Publicity for Honduran Aid to Connecticut in 1955: 


Ambassador Willauer infers that little was done to give publici- 
ty to the generous gesture of Chief of State Lozano in sending 
$25,000 for aid to the distressed area of Connecticut after the 1955 
floods. In this instance press and newsreel coverage was arranged 
when Ambassador Izaguirre presented the check to Mr. Bunker’ at 
Red Cross Headquarters. 


2. Lack of Reply Regarding Honduran Offer to Take 100 Hungarian Refugees: 


The Honduran telegram to the President on November 12 
reached this office late on Friday, November 16 A reply was 
coordinated with other sections of the Department on that date. 
Between November 19 and November 21 the suggested telegram 
from President Eisenhower was hand-carried for high-level clearance 
in six bureaus and was forwarded by ARA to the Secretariat on 
November 22. It was returned to ARA by the Secretariat on Novem- 
ber 26 with the request that it be re-phrased as a message from the 
Acting Secretary. This was done on the same date and it was 
returned to the Secretariat. The Secretariat actually sent the telegram 
on November 28.‘ In addition to the hand-carrying for clearances, 
the Staff Assistant made various endeavors to obtain faster action 
through the Secretariat. 


3. Purchase of Planes for Honduras: 


There was some delay in the purchase of planes for Honduras 
last spring. This delay was caused by the failure of the Honduran 
Government to meet the legal and technical requirements of the 
Department of Defense, despite advice on the procedures on the sale 
of the planes. The sale was completed promptly after these require- 
ments were met and the Embassy was informed at all times of the 
progress of this transaction. This office has attempted to exercise 
considerable prudence with regard to arms purchases by Central 
American governments. This policy has paid off since we are now in 
a position to return $319,000 Honduras spent on a munitions pur- 





> Elisworth Bunker, President, American National Red Cross. 
* Not further identified. 
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chase which was at first approved by the Embassy. As you know, 
the Government of Honduras can make much better use of this sum 
at the present time. 


4. Honduran Vote in the United Nations: 


The Ambassador’s letter states that the Honduran vote in the 
United Nations which has followed the United States “until now” is 
very important and implies that this may may not be the case in the 
future. This office has gone through unusual efforts to see to it that 
the Honduran representative to the U.N. Ambassador Tiburcio Car- 
ias, Jr., has been assured of our gratitude and our esteem, especially 
following the unnecessary holding up of notification of the agree- 
ment for Carias by Ambassador Willauer for a period of approxi- 
mately one week. 

It is felt in general that whether or not this is the intention, this 
letter conveys an unwarranted and regrettable impression concerning 
the efficiency of this office and of this Bureau. It is hoped that any 
possible resulting misunderstandings can be corrected for the record. 
As you know, this office has attempted to keep ARA and the higher 
echelons of the Department fully informed on all developments in 
Honduras. It is felt that any investigation of these seeming com- 
plaints would in general justify the action taken in this Bureau with 
respect to Honduras. 

It is suggested that these points be documented in detail for the 
record and possibly for a reply to Ambassador Willauer. This office 
is prepared to do this in any amount of detail required. 





75. Letter From the Under Secretary of State (Hoover) to the 
Ambassador in Honduras (Willauer)' 


Washington, December 8, 1956. 


DeAR Mr. AMBASSADOR: I have received your letter of Novem- 
ber 30, 1956 regarding current problems in Honduras, and I appreci- 
ate your interest in keeping me informed of your views. 

With respect to the request for financial assistance to the 
Government of Honduras, I am told that your Economic Officer, Mr. 
Roy I. Kimmel, has already presented your proposals directly to the 





"Source: Department of State, Central Files, 715.00/11-3056. Secret; Offi- 
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Acting Assistant Secretary, Mr. Rubottom. He and his staff are 
currently attempting to determine what aspects of the proposed 
program are feasible under current policies. Mr. Kimmel is also in 
consultation with the appropriate officials in the International Coop- 
eration Administration, which has the responsibility for administer- 
ing the Smathers Amendment Funds, and with the Export-Import 
Bank. 

You and the members of your staff have kept the Department 
well informed regarding the problems of Honduras and the nation’s 
importance relative to the Central American scene. The Department 
has followed with interest the developments of the past few months 
which have resulted in the emergence of the new junta government. 
We are hopeful that the new leadership can make substantial 
progress toward resolving the constitutional and economic problems 
which have plagued Honduras. 

I have asked Mr. Rubottom to look into the items you specifi- 
cally mention and to communicate with you directly when appropri- 
ate. 

You may be certain that the Department will give all possible 
consideration to your request. Every effort will be made to assist 
Honduras in a manner consistent with our policies and in relation to 
our obligations in Latin America and elsewhere in the world. 

Sincerely yours, 

Herbert Hoover Jr. 





76. Memorandum From the Acting Assistant Secretary of 
State for Inter-American Affairs (Rubottom) to the 


Secretary of State’ 


Washington, March 4, 1957. 
SUBJECT 
Revival of Honduran-Nicaraguan Boundary Dispute 


During the past two months the Military junta of Honduras has 
stimulated renewed interest in reclaiming and colonizing the Mos- 
quitia.* Five hundred troops are now being moved into the area 





‘Source: Department of State, Central Files, 615.1731/3-457. Confidential. 
*The department of La Mosquitia is located along the Caribbean coast in the 
southeast corner of Honduras. 
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technically considered under litigation by Nicaragua and actually 
only a few miles from territory occupied by Nicaragua, which feels 
it necessary to take preliminary defensive measures. With the obdu- 
rate positions of the two governments either one could feel justifica- 
tion for “defensive” action. We do not as yet have any definite 
information of the exact Honduran intentions in the area. 

The long-standing dispute was arbitrated by the King of Spain 
who issued a laudo in 1906 conceding the Honduran claim to all 
territory North of the Coco or Segovia River and roughly east of 
longitude 86. This was disavowed by Nicaragua in 1911. Since 1906 
Honduras has remained firm on the position that there is no dispute 
and that there is merely a question of obtaining enforcement of the 
laudo. Nicaragua has, however, long occupied parts of this territory 
especially that between the Coco and Cruta Rivers. Nicaragua has 
maintained loose administrative control over the area covering the 
watershed of the Coco River. 

We intend to request a statement of Honduran intentions which 
might tend to calm the situation temporarily pending a more definite 
legal settlement. This will be done by calling in the Honduran 
Ambassador’ here and by an approach to the Foreign Office. We 
have a direct interest in the matter because of Honduran hope for a 
Smathers Fund loan for another development project, and this could 
be used as a lever if necessary. 

We will continue to urge bi-lateral negotiation or the use of 
pacific settlement procedures such as the ICJ. In doing so we will 
continue to exercise extreme caution to avoid any step which might 
be susceptible to interpretation that the U.S. is favoring one claim 
over the other.‘ 





* Ramon Villeda Morales presented his credentials as Honduran Ambassador to 
the United States on January 18. 

*In telegram 202 to Tegucigalpa, March 6, the Department stated in part: “Events 
of last few days and lack any firm undertaking from Honduras to refrain from further 
provocation of Nicaragua and apparent failure restrain patrol activities in d'sputed 
area are rapidly eroding climate sympathy enjoyed by Honduras here so far. US. 
would encounter great difficulty in reconciling military activities with country’s 
reported budgetary crisis. If Embassy has not received firm assurances of Junta’s 
resolve to quiet situation such as through reassuring statements and orrs to forces 
in field to desist from provocatory acts, Embassy instructed imm .iately bring 
foregoing attitude of US to attention Junta as practical aspect situation.” (Department 
of State, Central Files, 615.173/3-657) This telegram was repeated for information to 


Managua 
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77. Memorandum From the Acting Assistant Secretary of 
State for Inter-American Affairs (Rubottom) to the Acting 
Secretary of State’ 





Washington, March 7, 1957. 
SUBJECT 
Honduran-Nicaraguan Boundary Dispute 


1. Latest Developments: Background material was furnished in ARA 
memorandum of March 4, 1957 to the Secretary. An estimated 350 
Honduran troops plus some civilians were airlifted to the Mosquitia 
area on Sunday March 3. The Nicaraguan Government has told us it 
will not advance its forces beyond present border guard posts. The 
Honduran Government has ordered its troops not to engage in 
hostilities “unless attacked.” The three-man Honduran military junta 
flew to the disputed area for a 24 hour observation visit on March 6, 
and the Honduran Foreign Minister plans to issue a communiqué 
today March 7 avowing Honduras’ peaceful intentions at the same 
time reaffirming Honduran sovereignty in the area in question. Both 
Nicaragua and Honduras have indicated to us that they are willing 
to settle the boundary question by peaceful means. In the past the 
two countries have been unable to agree upon terms of reference 
since Honduras insists upon the finality of the 1906 award and 
Nicaragua is equally insistent that the 1906 award was faulty. 

Public opinion has become aroused in both countries although 
there has been no break in relations or even recall of Ambassadors 
for consultation. President Luis Somoza feels he cannot take any 
position which would appear “weak”, and he fears that Nicaraguan 
exiles are involved. The military Junta in Honduras also feels for 
domestic political reasons it cannot yield any “Honduran territory.” 
The Nicaraguan Ambassador’ here has hinted that in case of hostili- 
ties Nicaragua can rely upon strong friends and the Honduran 
Foreign Minister’ has voiced suspicions that a Nicaraguan-Domini- 
can-Venezuelan entente against Monduras—El Salvador—Costa Rica 
may be in the making. We have no other evidence of such an 


alignment of forces. 


* Source: Oupetment of State, Central Files, 615.1731/3~-757. Confidential. 
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[Enclosure] 


1. We are urging that Honduras make a clear statement of its 
intentions which might help mollify Nicaragua (this expected mo- 
mentarily), and to urge both governments to use measures to quiet 
public opinion. 

2. Since there is still considerable difficult jungle terrain be- 
tween the military forces, at most points, we shall use all possible 
diplomatic leverage to prevent additional advances by either side or 
aggressive actions which might lead to actual conflicts, ie. thus 
creating an informal buffer zone. 

3. We are endeavoring to persuade the governments that it 
would be profitable for the President of Nicaragua and one or more 
members of the three-man military junta governing Honduras to 
meet to (1) establish a buffer zone (2) prepare climate for definite 
arbitration by International Court of Justice or other agency. 

4. After immediate crisis is past, we shall continue to urge a 
conclusive settlement of the border question, although this may take 
considerable time. 


Alternate Courses of Action: 


1. As a parallel, we are encouraging the Organization of Central 
American States (ODECA) through its Secretary General to use its 
good offices in the dispute in addition to regular diplomatic chan- 
nels. 

2. In the event that hostilities should break out, we will work 
through the various OAS mechanisms to bring about a truce and 
more definite settlement. 
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78. Memorandum From the Director of the Office of Middle 
American Affairs (Neal) to the Acting Assistant Secretary 
of State for Inter-American Affairs (Rubottom)' 











Washington, March 11, 1957. 
SUBJECT 
Comments on Honduran-Nicaraguan Border Dispute 


On the basis of information now available and a further study 
of the background, MID feels that there are three probable major 
motives behind the Honduran move. 

1. It is believed that this ill-timed move was largely for domes- 
tic political purposes. It can not yet be proved, but it is believed that 
the junta’s return to constitutionality which has been announced for 
the near future, calls for a plan to hamper the aspirations of the so- 
called Villeda Morales or “leftwing” Liberals, which may still have a 
majority following. If this thesis is correct, the current bold move 
toward the Cruta is designed to build up the junta, give prestige to 
its future actions, and draw popular attention away from the consti- 
tutional plan designed to eliminate the early possibility of electing 
Villeda as president. The Liberals have traditionally been the party 
which has made the most noise on the subject of irridentism. 
Likewise, if this thesis is accepted, it must be assumed that the junta 
was unaware of the probable extent of the Nicaraguan and interna- 
tional reaction; this was indicated in some of the early telegrams, as 
well as more recent conversations. 

2. Cruta Irridenta 

Hondurans feel very strongly on the subject of the Cruta which 
is its “Trieste”. Progress toward settlement of the problem would be 
a boost for any government. It is thought, however, that actual 
settlement of the problem was secondary to the domestic smoke- 
screen in this instance. 

3. Military Build-up 

This may be an effort on the part of the military group in 
Honduras to build up its prestige. The military have not been as 
important in Honduras as in some other countries. It is doubtful, 
however, if this is the determining factor. 

The junta stands a chance of losing prestige if it now fails to 
achieve spectacular results in the Mosquitia after the publicity build- 
up. This could possibly, although not probably, cause the fall of the 





*Source: Department of State, Central Files, 615.1731/3-1157. Confidential. 
Drafted by Warner and Wollam. A handwritten notation on the source text reads: 
“Thanks. An excellent paper. Agree with recommendations assuming Honduras does 
not further aggravate situation. R.R.R.” 














Cruta (e.g. Waspam). The Hondurans — actually done nothing 
icaraguan 


which has in any way damaged the claim or which 
icin Sects anette entaneel to td agua. 
Nicaragua has achieved considerable advantage, both domesti- 


cally and internationally, out of being the “aggrieved” party on the 
basis of suspicion of the intentions of Honduras. It has also used the 
“crisis” to advantage domestically. Nicaragua is attempting to make 


1. Nicaragua has in no way been ph y aggrieved, and 
possibly there was no intention of injuring Nicaraguan interests. 

2. Responsibility for failure to settle the boundary dispute over 
oe eee ee ee Honduras bly has 
a better historical claim. 

3. It remains to be seen whether Nicaragua will, any more than 
Honduras, make any concessions on the terms of reference or on 
territory, which will be checkutely necessary en bot to obtain 
a final settlement. Each country considers a court t only as 
a means of obtaining enforcement of its own views on the subject. 


For these reasons, even though the immediate crisis is probably 
past, barring some unfortunate incident, it is believed that we should 
continue to point out the desirability of arriving at a definitive 
settlement of the problem. 

We can not, however, insist upon this or make it a conditioning 
factor in our relations with either country. We have no vital strategic 
interest at stake in the dispute. Since this is the case, there is no 
reason for the U.S. to share the onus of the final determination 
which is bound to be unpopular with at least one side and which 
could cost us prestige with one or both sides. 
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79. Memorandum From the Deputy Director of the Office of 
Middle American Affairs (Stewart) to the Acting Assistant 
Secretary of State for Inter-American Affairs (Rubottom)' 








Washington, April 22, 1957. 
SUBJECT 
Honduras: Plan for Phased Return to Constitutionality Suffers Setback 
Summary: 


The Honduran military are unwilling to accept the “phased” 
return to constitutionality plan worked out by Junta member Rober- 
to Galvez and his advisors. Galvez et al. sounded out the military on 
this hoping for their backing to oust General Rodriguez from the 
Junta since his opposition to the plan was already apparent. Having 
failed in this, Galvez’ position has taken an abrupt turn for the 
worse. Galvez suspects that Rodriguez and other military men are 
plotting to assume military dominance by agitating for free elections 
and then seizing upon some disorder in the electoral process as an 
excuse to take power. If this reported military opposition to consti- 
tutional government becomes clearly defined, the Galvez faction 
conceivably might seek support from Villeda Morales and the Liber- 
als to help save the country from a military dictatorship. Our 
Embassy reports that the Galvez faction is seriously considering 
calling Villeda Morales back from Washington for this purpose. 


Background: 


Honduras’ Constitution broke down in December 1954 when 
the Congress failed to meet and choose a President from the two 
leading vote-getters in the inconclusive October elections (Villeda 
Morales and General Carias’). The ensuing de facto regime under 
Lozano was unable to solve the problem of returning to constitution- 
ality and after holding patently fraudulent elections in October 1956, 
was overthrown by a three man military Junta. The Junta was 
accepted by all political factions on the premise that it was a 
caretaker government pledged to an early return to constitutionality. 
Since December the Junta has been increasingly concerned with the 
constitution question which in turn brings up the underlying politi- 
cal problem which forced the constitutional break-down. 

Honduras’ basic political problem during the past three years 
has been the desire of the Nationalists and Reformists to retain the 





"Source: Department of State, Central Piles, 715.03/4-2257. Confidential. 
* Tiburcio Carias Andino, President of Honduras, 1933-1948. 














Honduras __177 


power they have held since 1932 in spite of the apparent numerical 
superiority of the Liberals. The problem is complicated by the family 
quarrel between the Nationalist Party and its insubordinate offshoot, 
the Reformists. The Reformists split off from the Nationalists prior 
to October 1954 elections when the former wanted to “run” then- 
President Juan Manuel Galvez against Nationalist Party Chief Carias. 
After the constituticnal break-down the Reformists backed Lozano. 
Political logic points to the desirability of the Reformists and Na- 
tionalists burying their differences to unite against their common 
enemy, the Liberals, but efforts to heal the breach have failed so far. 
A new element entered the political picture in late 1956 when the 
military abruptly emerged as the key factor in overthrowing Lozano. 
If the military stay in politics, as it now appears they may, their 
support may be the decisive factor in any political struggle causing 
all parties to vie for their approval. 


Present Situation: 


Both Liberal and Reformist Party spokesmen during the past 
month have been calling for early elections of a constituent assembly 


to adopt a constitution and put the country back on the rails of de 
jure government. The Reformists are apparently building up Junta 
member Rodriguez as their political champion, hoping to capitalize 
on his bellicosely patriotic statements and field leadership in the 
recent expedition to “colonize” areas in dispute with Nicaragua. This 
expedition had been planned back in February with quite a different 
political end in view: the Junta had hoped to build up sufficient 
patriotic feeling to enable it to launch a plan for a carefully 
“phased” return to constitutionality which would have precluded the 
type of election desired by the Liberals and apparently by Rodriguez 
and the Reformists. 

By early April Roberto Galvez and his advisors became con- 
vinced that General Rodriguez’s probable opposition to their plan for 
return to constitutionality would necessitate removing him from the 
Junta. However, after sounding out the rest of the military on their 
plan they found that the military would not support it and that the 
“current consensus of opinion is in favor of a simple constitutional 
assembly election.” In these circumstances it would be risky to 
attempt to “ditch” Rodriguez. At the same time, the Galvez faction 
suspects that a plot is being prepared to ensure continued military 
dominance of the government. The plotters allegedly include General 
Rodriguez and the Ministers of Defense’ and Government, with 
former Foreign Minister Mendoza supplying the brains. The Reform- 
ists supposedly would back such a plot. 








* Oswaldo Lépez, Minister of Defense. 
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Our Embassy concludes that Roberto Galvez has “lost greatly” 
in influence with the military and that General Rodriguez and the 
Minister of Defense are in the ascendency. The Galvez faction 
appears undecided as to its future course. 


Conclusions: 


1. Pressure from all sides for a definition of how and when to 
return to constitutionality is becoming so strong that the issue may 
be squarely and publicly faced in the very near future. 

2. If basic disagreements over this issue persist, a split in the 
Junta seems imminent, and a political polarization of Honduras over 
the issue could logically develop. 

3. The attitude of the military seems to be of paramount 
importance at this juncture. If suspicions of the military's intentions 
of retaining power prove well-founded, the traditional Nationalist 
versus Liberal alignment in Honduran politics may tend to break 
down and it is conceivable that the civilian-government proponents 
of ail parties might join forces to oppose military dominance. That 
the Galvez faction is thinking in this direction is apparent from the 
Embassy's report that Galvez et al. are seriously considering calling 
Villeda back from Washington to help whip up popular support for 
freely-elected civilian government. This would be an almost com- 
plete about-face from Galvez’ position in December and January 
when he and his advisors wanted to get Villeda out of the comntry 
in order to maintain political tranquility. 











80. Memorandum From the Acting Assistant Secretary of 
State for Inter-American Affairs (Rubottom) to the Acting 
Secretary of State’ 


Washington, April 29, 1957. 
SUBJECT 
Nicaraguan-Honduran Controversy 
There has been a new flare-up in the century-old dispute 
between Nicaragua and Honduras following a period of relative 


quiet since the first week in March. There is now the possibility of a 
break in relations or armed clashes. 





"Source: Department of State, Central Files, 615.173/4-2957. Confidential. 
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During the past two weeks small incidents have been used to 
arouse public opinion in Honduras, apparently with the support of 
extremist elements of the government. Nicaragua, although not 
without blame in the incidents and in the border controversy, has 
seemingly been on the defensive. The inauguration of President-elect 
Luis Somoza on May 1 makes it appear doubtful that Nicaragua 
would start anything at this time. 

Nicaragua fears collusion between various exiles planning an 
attempt against the Somoza regime and some Honduran ele- 
ments. . . . report that Nicaraguan exiles have recently been active 
in Honduras and El Salvador and are thought to be preparing an 
underground movement, although no collusion can be proven at this 
time. 

The Somozas have many € emies at home and abroad who will 
take advantage of any likely opportunity for a revolt. Most Central 
Americans, with the exception of the Castillo Armas supporters, 
would welcome the fall of the Somozas. Any aggression on the part 
of Honduras would mean moderate elements have lost the upper 
hand and a change in the government might ensue. 


U.S. Position 


We have continually urged moderation and have used informal 
good offices on many occasions. We have frequently suggested that 
the two nations arbitrate their dispute or take it to an international 
tribunal. We will continue to do so. 

Any armed clashes will undoubtedly bring the Organization of 
American States into action, and we are prepared to support any 
conciliatory or mediating action. Our relations with both countries 
have been very good, and it is not to the U.S. interest to take sides 
on the boundary issue itself. We are temporarily withholding a 
Smathers Fund loan to Honduras.” 








?In a memorandum of telephone conversation, April 29, Ambassador Willauer 
informed Rubottom that the Honduran Government had sent a message to the OAS 
stating that Nicaragua had committed aggression against Honduras under the terms of 
Article 17 of the Charter of the OAS. Willauer, who initiated the telephone conversa- 
tion, stated further that the Honduran Government planned to send a second message 
requesting an OAS investigation of the matter. Rubottom stated that the Ambassador 
should inform the Honduran Government that “we could not justify a Smathers Fund 
loan under the present circumstances.” (/bid.) 
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81. Editorial Note 


The Council of the Organization of American States met on 
May 1 to consider two notes from Honduras that charged that 
Nicaragua had invaded its territory to occupy the town of Mocoron. 
Honduras requested that the Council take appropriate action under 
provisions of the Inter-American Treaty of Reciprocal Assistance 
(Rio Treaty). On May 2, Nicaragua also invoked the Rio Treaty, 
stating that Honduras was the aggressor in this situation. The 
Council appointed a committee composed of representatives from 
Argentina, Bolivia, Mexico, Panama, and the United States to inves- 
tigate. After meeting with government leaders in Tegucigalpa and 
Managua, the OAS investigating committee drafted a cease-fire 
agreement which was accepted by both parties on May 5. At the 
Secretary of State’s Staff meeting on May 6, presided over by Under 
Secretary of State Robert Murphy, Rubottom reported on the situa- 
tion in Central America as follows: “Mr. Rubottom said that Ambas- 
sador Dreier had called him last night to report on the very rapid 
action in both capitals taken by the Fact Finding Group and of their 
apparent success in getting agreement on a cease fire. Amb. Dreier, 
however, is very apprehensive about the situation which he consid- 
ers to be the worst in many years in the Central American area, with 


an ugly mood prevailing. Mr. Rubottom also said that it was 
probable some military support in the form of observers and air- 
planes, probably from other Latin American countries, would be 
needed.” (Department of State, Secretary’s Staff Meetings: Lot 63 D 
75) Additional documentation on this subject is ibid., Central Files 
615.17 and 615.1731. 
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82. Memorandum From the Acting Assistant Secretary of 
State for Inter-American Affairs (Rubottom) to the 


Secretary of State’ 


Washington, May 10, 1957. 
SUBJECT 
Nicaraguan-Honduran Border Dispute 


The Embassy at Managua informed us at 11:00 AM, May 10, 
that the Investigating Committee of the OAS has concluded a 
satisfactory plan for a cessation of hostilities between the Govern- 
ments of Nicaragua and Honduras, although full details are not yet 
available.’ 

Preliminary information indicates that the agreement means, in 
effect, a return to the status quo of January 1, 1957 with demobiliza- 
tion of volunteer and reserve troops, and a general withdrawal of 
troops to their permanent stations. 

Military advisors supplied by OAS members will supervise the 
truce pending arrangements for a more definitive settlement of the 
boundary question, which should be vigorously pursued. 

It is possible that new incidents may occur, and that the 
settlement will be domestically unpopular. This could result in 
changes in the unstable government of Honduras. 

Substantial progress has been made however, and the OAS, 
with which we have fully cooperated, has shown speed and determi- 
nation in handling this threat to Inter-American Peace.’ 





‘Source: Department of State, Central Files, 615.1731/5-1057. Official Use Only. 

In telegram 425 from Managua, May 10, the Embassy stated that President Luis 
Somoza informed Ambassador Whelan that he was generally satisfied with the terms 
of the truce agreement. The Embassy added, however, that it anticipated there would 
be charges and countercharges from both Honduras and Nicaragua. (/bid., 615.17/ 
5-1057) 

>On July 21 Honduran Foreign Minister Estéban Mendoza and Nicaraguan 
Foreign Minister Alejandro Montiel Arguello signed an agreement to refer the 
boundary dispute to the International Court of Justice. 
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83. Memorandum From the Deputy Director of the Office of 
Middle American Affairs (Stewart) to the Acting Assistant 
Secretary of State for Inter-American Affairs (Rubottom)' 


Washington, June 10, 1957. 
SUBJECT 


Honduran Political Situation 


Ambassador Willauer reports an upsurge of political activity in 
Honduras following the announcement that Constituent Assembly 
elections are to be held September 21. He feels that the holding of 
free elections is of great importance but he fears that a plot may be 
hatched by the military to prevent this. He recommends that he 
come to the Department in a few weeks for consultation on the 
situation. 

The attached Memorandum’ discusses the information in Am- 
bassador Willauer’s Despatches 309 and 312 of May 31 and June 3.° 
The political background and outlook are also discussed along with 
recommendations for U.S. action. The principal points are: The 
possible re-emergence of General Carias’ political power through an 
alliance with the Military. The recent Velasquez’ “plot” may give 
the military an excuse to arrest “suspects”. Villeda’s popularity and 
confidence in his ability to become President were evident during his 
recent visit to Honduras; he is seeking a deal with the Nationalists. 
The Ambassador has suggested the importance of drafting a good 
electoral law and the possibility of using the Civil Defense structure 
and the emergency fund to supervise elections. The Junta’s authority 
is not believed strong but it may continue to govern on sufferance. 
Political rivalries are so deep-seated that a compromise between 
parties in the national interest may be difficult. The role of the 
military in the political struggle is still undefined but Minister of 
Defense Lopez is being watched with increasing concern by those 
who fear a military dictatorship. An analysis of the political parties 
shows that the Liberals have the greatest popular support but the 
least potential military support. The Nationalists have the greatest 
potential military support but are a poor second in popularity. The 
present atmosphere of uncertainty favors the Communists who have 
increased their potential under the Junta but who still are not a 
decisive factor. Honduras’ fundamental political problem is how to 





* Source: Department of State, Central America Files: Lot 61 D 110, Chronological 
File. Confidential. Initialed by Rubottom indicating his approval. 

? Not printed. 

* Neither printed. (Department of State, Central Files, 715.00/5-3157 and ibid., 
601.1511/6~357) 
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achieve responsible, constitutional government along democratic, 
representative lines and whether this can be achieved through free 
elections. 


Recommendations: 


1) The U.S. inform Villeda that our policy of non-intervention 
precludes an announcement that we will not recognize a government 
which is not freely elected. 

2) We should scrupulously avoid statements or actions which 
could be interpreted as intervention in Honduras’ internal affairs. 

3) We should maintain regular contact with all political elements 
and take occasion to express our interest in democratic, responsible 
government and our policy of non-intervention. 

4) We should concur in Ambassador Willauer’s request for 
consultation, his visit to be timed for early or mid-July. 





84. Memorandum of a Conversation, Department of State, 
Washington, June 11, 1957’ 


SUBJECT 
Honduras’ Political Situation; Boundary Dispute; Smathers Fund Loan 
PARTICIPANTS 


Honduran Ambassador Villeda Morales’ 
ARA—Mr. Rubottom 
MID—Mr. Warner 


The Ambassador stated that he wanted to exchange views with 
Mr. Rubottom following his recent trip to Antigua, Guatemala and 
Tegucigalpa. First, he expressed Honduras’ gratification at the sign- 
ing of the $3 million Smathers Fund Loan Agreement on May 31. He 
mentioned that by happy coincidence the announcement of the 
signing arrived in Honduras about the same time he himself did. 

Mr. Rubottom expressed his satisfaction that conditions had 
permitted the making of this loan which will contribute to Hondu- 
ras’ economic progress. It was to be regretted that the circumstances 
existing at the end of April were such that the postponement of the 
loan had been necessary. The Ambassador agreed that granting a 





* Source: Department of State, Central Files, 815.10/6-1157. Confidential. Drafted 
by Norman E. Warner. 
? Dr. Ramén Villeda Morales. 








184 _ Foreign Relations, 1955-1957, Volume VII 





loan for economic development would have seemed out of keeping 
in late April when a million “pesos” a week were being spent on 
military operations. 

The Ambassador stated that at the Antigua meeting the Central 
American countries definitely went on record renouncing force as a 
means for the solution of their problems; he felt that this was one of 
the most important results of the meeting. He referred to the current 
meetings of the OAS Ad Hoc Committee and expressed the hope 
that the problem between Honduras and Nicaragua can be settled 
“within the family”. However, he stated that if this fails, he believes 
it would be best to go to the International Court of Justice. 

Summarizing the political situation in Honduras, the Ambassa- 
dor stated that the military Junta has decided firmly in favor of 
holding elections and he mentioned that the Minister of Defense 
(Lopez) assured him that there would be free elections. An electoral 
committee is being formed with Archbishop Turcios as Chairman to 
set up and supervise the electoral machinery. The emergency fund 
collected at the time of the border dispute might be used to finance 
this committee’s operations. The Ambassador referred to the possi- 
bility of a single slate of candidates in these elections. He indicated 
that he had been given full powers by his party leaders to choose 
candidates for this slate whom he believes to be competent regard- 
less of party. His personal plans are not yet clear but he may run his 
wife as a candidate while he retains the Ambassadorship here. 

Mr. Rubottom expressed the hope that Honduras will be able to 
restore responsible, constitutional, institutional government so that 
she cam concentrate her energies on problems in the fields of 
education, public health and economic development. He stated that 
he was not in a position to advise the Ambassador regarding his 
personal problem of deciding how to participate in this process. Mr. 
Rubottom told the Ambassador he looks forward to further ex- 
changes of views with him and he mentioned that Ambassador 
Willauer will probably be coming to the Department for consulta- 
tion. 
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85. Memorandum of a Conversation, Department of State, 
Washington, August 2, 1957’ 


SUBJECT 
Honduran Ambassador's Farewell Call’ 
PARTICIPANTS 


Ambassador Villeda Morales 
ARA—Mr. Rubottom 
MID—Mr. Warner 


The Ambassador stated that he had enjoyed his recent trip to 
Puerto Rico to participate in the festivities marking the fifth anni- 
versary of the constitution. He was impressed by Puerto Rico’s 
economic and social progress, its self-help housing program, the 
number of Puerto Rican migrants to the U.S., the new hotels and the 
city of San Juan. He gave Mr. Rubottom a copy of a manifesto he 
had prepared on this occasion. 

Mr. Rubottom stated that since he was leaving on Sunday for 
Mexico and Buenos Aires he would take this opportunity to express 
his pleasure in having known the Ambassador and his hopes for the 
future both for Villeda personally and for Honduras as a nation. He 
repeated our belief that political stability and responsible govern- 
ment are the cornerstone of economic progress. Mr. Rubottom said 
he feels that Honduras is poised on the verge of important progress 
if political conditions permit. Private investors, the Export Import 
Bank, the IBRD and IMF stand ready to assist in this process if the 
political climate is favorable. 


Communist Activities.’ 

Mr. Rubottom expressed our concern over reports of Communist 
activities on the north coast and other sections of Honduras. The 
Ambassador said that Liberal leader Francisco Milla Bermudez re- 


cently talked about this problem with north coast labor leaders and 
issued a manifesto. He will send us a copy. He said both Lozano’s 





"Source: Department of State, Central Files, 715.00/8-257. Confidential. Drafted 
by Norman E. Warner and initialed by Rubottom indicating his approval. 

* Tiburcio Carias, Jr., was appointed Honduran Ambassador to the United States 
on September 13. He presented his credentials on October 15. 

> Under cover of a letter of July 3, Chargé Pool transmitted to the Bureau of 
Inter-American Affairs a report on Communist activities in Honduras. This report, 
dated July 2, states in part that “this increase in Communist activities... is a 
coordinated campaign rather than a series of individual successes. This campaign is 
now gathering steam; unless it is stopped, we can look for further increases in 
Communist activity.” (Department of State, Rubottom Files: Lot 59 D 573, Honduras, 
1957) 
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and Galvez’ governments had had Communists in them and he 
believes that only a government with popular support can cope 
successfully with the Communists. In this connection he recom- 
mended to Mr. Rubottom a new book on Communism in Latin 
America written by Robert Alexander which was reviewed in the 
Washington Post on July 21. 


United States Help for Free Elections. 


Villeda stated that the U.S. could help to assure free elections in 
Honduras by merely making suggestions to the right people in 
Honduras. Mr. Rubottom said that this would run contrary to our 
policy of non-intervention. He believes that this is a very good 
policy although he noted that this does not mean we feel the same 
way toward every government. Villeda said he understood and did 
not mean to imply U.S. intervention but only that the U.S. use its 
moral influence like an older brother. He referred again to an idea he 
had outlined before,‘ that the U.S. not accept an Ambassador from 
Honduras pending the outcome of the political contest. Mr. Rubot- 
tom said that this would be a matter for Honduras alone to decide. 


Assassination of Castillo.° 


Villeda fears that the Guatemalan military will take over. He 
said he went to school in Guatemala with interim President Gonza- 
lez whom he regards as a sound and able man. However he realizes 
that new elections must be held and that Gonzalez cannot be a 
candidate. He thinks that Guatemala is very difficult to govern 
because of divergent elements such as the military, the conservative 
land owners, the strength of clerical influence, and the 2 million 
uneducated Indians. He feels that the political uncertainty in Guate- 
mala will have unsettling effects in Honduras and El Salvador. He 
believes that the military remain the dominant factor now as they 
have been for many years. He cast doubts on the idea that Castillo 
was the victim of a Communist plot and hinted at military involve- 





*In a memorandum of conversation, dated July 10, Villeda stated that he would 
recommend to his government that it withhold appointment of a new ambassador 
until after the scheduled elections in September. Villeda stated further that “He felt 
this might be desirable as an indicator of the incomplete status of Honduran-U 5S. 
relations pending the outcome of the political campaign. Mr. Rubottom stressed our 
policy of nonintervention and our parallel policy on recognition which does not use 
recognition as an indication of what our opinion may be regarding the goodness or 
the badness of another government.” (/bid, Central America Files: Lot 61 D 110, 
Political—Local) 

* President Carlos Castillo Armas of Guatemala was assassinated in Guatemala 
City on July 26. For documentation, see Documents 56 ff. 
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ment by referring to the assassination of Colonel Arana® about 1948 
in the same context as Castillo’s assassination. Villeda thinks that 
Guatemala needs a strong civilian as President but mentioned only 
one person specifically: Guatemala’s Ambassador to Colombia, who 
had been a rival to Arevalo for President following Ubico’s over- 
throw. Villeda did not give his name. Villeda said that Castillo 
seemed almost a prisoner of the military when he visited him in late 
May; he remembered that soldiers stood very close guard on the 
President even while he was eating. 


New Electoral Law. 


Villeda left a copy of this law and commented that it is “more 
or less satisfactory. If elections are “50% free” he says the Liberals 
can win control. He remarked to Mr. Warner privately that the use 
of the 1950 census as a basis for determining representation and the 
ratio of one deputy per 30,000 inhabitants instead of 25,000 was 
objectionable both to the Liberal and to the Nationalist Parties. 





*Prancisco Javier Arafia, Chief of the Guatemalan Armed Forces in 1948, was 
assassinated on July 18, 1949. 





86. Memorandum From William A. Wieland of the Office of 
Middle American Affairs to the Assistant Secretary of 
State for Inter-American Affairs (Rubottom)' 


Washington, September 17, 1957. 
SUBJECT 
Honduras: General Calm on Eve of Elections 


General 


With elections only five days away (they will be held Sunday, 
September 22) the Liberals appear to have a clear edge in popularity 
and are expected to win a majority in the Constituent Assembly if 
the ballots are cast and counted with relative freedom and honesty. 
The governing Junta itself seems to be genuinely impartial and has 
forbidden electioneering by public employees. However, the Junta’s 





* Source: Department of State, Central Files, 715.00/9-1757. Confidential. Drafted 
by Warner. Rubottom initialed the source text adding the following notation: “a good 


paper.” 








188 _ Foreign Relations, 1955-1957, Volume VII 








ability to enforce compliance is less than complete. Traditionally, 
outside the immediate area of the capital power has centered in 
Commandantes responsible directly to the President. Many of these 
Commandantes owe their loyalty now to the military rather than to 
the Junta. Thus the military (particularly the Ministers of Defense 
and Government) may be the decisive factor in determining how 
free the elections will be. Again, the words and actions of the 
military so far are reassuring, although they reportedly would not 
like to see a Liberal victory. Our Embassy reports there is strong 
reason to suspect that the Nationalists and the military are in 
cahoots to rig the elections against the Liberals and that the best we 
can hope for is that the elections will not be so blatantly rigged but 
that they can be accepted both inside and outside the country. The 
Embassy feels that if the elections are blatantly rigged the Liberals 
will react by calling a work stoppage, a general strike, or by 
resorting to violence. 


Parties 


Each of the three political parties (Liberals, Nationalists, Re- 
formists) has entered its own slate of candidates for Constituent 
Deputies. An attempt to form a coalition ticket between Nationalists 
and Reformists foundered on the insistence that former President 
Carias’ son Gonzalo be accepted by the Reformists as Presidential 
candidate-apparent (it is generally assumed that the Constituent 
Assembly will elect a new President). One independent slate will be 
run; a group of workers in the North Coast Department of Atlantida 
have obtained the necessary 1000 signatures for an independent 
slate. This slate has several well-known Communists. A similar 
attempt to form an independent slate in Tegucigalpa (sponsored by 
Communists and fellow-travelers) failed. Our Embassy reports that 
Communism is not a major factor in the campaign although the 
Nationalists are attempting to smear the Liberals with this label (as 
they did in 1954). 


The Military 


The Embassy emphasizes that power still resides in the military 
and that any government in the future will have to take the military 
into account. The military have it in their power to control, annul or 
disregard the elections, if they choose, but so far they have been 
generally content to play a passive role in the body politic, interven- 
ing only when their own interests are directly concerned. Despite 
indications of anti-Liberal feeling among the top military they may 
feel that the most prudent course would be to remain apart from the 
political struggle. Liberal leader Villeda Morales has taken pains to 
reassure the military that they will not suffer if he is elected. 
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Another factor arguing for the military to steer a neutral course is 
the possibility that some younger officers and many of the rank and 
file are pro-Liberal. 


Outside Influence 


The Embassy reports that the only apparent external factor to 
watch is Colonel Armando Velasquez, “the perennial Honduran 
revolutionary . . . * obsessed with the idea of gaining power.” He is 
now in exile in Guatemala. The Embassy reports that he has no 
apparent support inside Honduras. . . . possible Dominican support 
for Velasquez but there is no indication that the Dominicans have 
“gotten to” any other Hondurans of importance. MID does not feel 
that Dominican influence will be an important factor in the elec- 
tions. 





* Ellipsis in the source text. 





87. Editorial Note 


Elections for the Honduran National Constituent Assembly, held 
September 22, resulted in victory for the Liberal Party. It won 37 
seats, the Nationalists gained 18, and the Reformist Party 3. Docu- 
mentation on this subject is in Department of State, Central File 
715.00. 





88. Memorandum of a Conversation Between the Chargé in 
Honduras (Pool) and the Honduran Ambassador (Villeda 
Morales), Tegucigalpa, October 3, 1957, 10 a.m.’ 


At my request I called on Dr. Villeda today at his house at 10 
a.m. Dr. Villeda received me very cordially, said he was very busy 





* Source: Department of State, Central Files, 715.00/10-457. Confidential. Drafted 
by John C. Pool. Transmitted under cover of despatch 130 from Tegucigalpa, October 
4. (/bid.) The substance of the conversation was also transmitted to the Department in 
telegram 134 from Tegucigalpa, October 3. (/bid., 715.00/10-357) 
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these days with all kinds of requests from all kinds of people (he 
said he sent them all to the Liberal Party National Committee), but 
that he would always have time to talk with representatives of the 


Embassy. 
Meeting of the Assembly 


I told him that I had enjoyed very much listening to his radio 
speech Monday afternoon, and wondered whether he would be good 
enough to give me a general outline of his plans in the Constituent 
Assembly. He said the organizing meeting of the Assembly would 
take place about October 17 under the chairmanship of Flores 
Gomez,’ as established by the electoral law. Villeda would probably 
be elected President of the Assembly. On October 21 the Assembly 
would meet and issue Decree No. 1 dec’aring itself in session. The 
Junta would present its resignation to the Assembly, and he would 
immediately appoint a committee to consider it. The Assembly 











authority. He stated that 
the Junta, but he did not 
much, and he had accordingly 


they are for the present. He implied tha 
continue on as well. 


Drafting Constitution 
Dr. Villeda said that there were already in 
draft constitutions, that it only remained for them 


su 
than in the basic charter. He expressed the view that the Constitu- 
tion itself should contain the basic features of election laws for any 
election at any time. In reply to my query he said the proportional 
representation feature should be retained. Otherwise, as in the case 
of September 22, one party would have a complete monopoly of the 
seats, and this would be a bad thing for the country. I expressed 
agreement with this view. 


Naming of President 


Dr. Villeda said that after the Constitution was adopted the 
Constituent Assembly would name him President for a full term. He 





* Radl Flores Gomez, Minister of Interior and Justice. 
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said that in theory he still believed, as did the Liberal Party, that the 
President of the country should be elected directly by the people; 
but that in the present instance there were various factors which 
made such impractical for the particular case upcoming. In the first 
place, elections were expensive. Also, he said that the Cariistas had 
decided that Gonzalo was no use as a presidential candidate, they do 
not have time to build up another man in the public eye, they did 
not have any money, and they would probably end up by not going 
to the polls at all—as they did on October 7, 1956. The Cariistas 
now realize that they are hopelessly outnumbered in votes, and their 
only chance was to resort to violence. He is convinced that if they 
had another election the Cariistas would return to their old strong- 
arm methods. The Reformistas would not go to the polls again— 
their basic weakness now being apparent to all. Furthermore, every- 
one knew in advance the result of such an election—namely that he, 
Villeda, would be chosen. So he was something like the bride—no 
matter how much she loved the man she would prefer to go to the 
altar and do the thing right. But not this time. He said that the 
military were in agreement with the view that the Assembly should 
name him full-term president. 

Accordingly, the Assembly would name him President by de- 
cree. He added that the decree might say in one of the “whereas” 
clauses in the Preamble that Villeda had been elected President in 
1954, since he now had conclusive evidence that the elections of that 
year had been fraudulent. 


Comment: 


Villeda did not say that he would be declared President as from 
1954, as per the current rumours in the street. | gather that he 
simply wanted to have the statement made for the record. 

I think there is probably something in what he says about the 
Cariistas in the next election. Gonzalo made a very poor showing, 
and he is not accepted by a great many people in the Nationalist 
Party itself. Apart from their half-hearted efforts to build up Gonza- 
lo, the Nationalists do not have any indicated candidate. It is quite 
clear that they have no money—contributions are only made to one 
has a good chance of winning. It is quite possible that another 
election would be characterized by viclence—whether it is run by 
the military or not. I also think it most likely that the Reformistas 
will not go to the polls again since they have nothing in a practical 
way to offer to the electorate. 


Villeda’s Prospective Tour as President-Designate 


Villeda said that he did not want to take over right away. Once 
he was designated President he wanted to make a tour of the United 





z 
cf 
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States and Central American countries. He said he wanted to do this 
before he had taken office, because afterwards there would be tco 
much protocol about such a tour. While in the United States he 
would seek financial assistance from the USG in the form of 
outright gifts “like you have given to Guatemala and other 
countries”—none of this business about loans, Smathers Funds, etc. 
He also mentioned the Ford Foundation, the Rockefeller Foundation, 
the Pan American Union, and the Inter-American Defense Board as 
sources of aid. He said for instance that the Inter-American Defense 
Board should build a highway across the country from Puerto Cortés 
to San Lorenzo as a strategic measure complementing the Panama 
Canal. He did not particularly indicate what assistance he expected 
from the PAU but I gathered he meant technicians. He said his 
people needed to be educated, health conditions must be greatly 
improved, “we will build roads all over the country” etc. He said 
that the relationship with the U.S. must be complete (I am not 
entirely sure what he meant... . 

He went on to say that the country already has a 14 million 
Lempira budget deficit, and implied it would be more by the time he 
took over. He said there were various ways of saving money—for 
instance, Honduran representation abroad. There was no need to 
have an Embassy in London or Paris or Rome—those countries are 
not important to Honduras—the Ambassador to Spain could also be 
representative at the Vatican etc. (the facts of life in the way of 
political patronage do not seem to be appreciated by him yet—he 
will need these jobs for his spoils-hungry party followers). He went 
on to add that the consular service should be reorganized. He said 
that whenever anybody was sick and wanted to go to a US. city for 
treatment the practice had been simply to name him Consul there. 


People in His Government 


Villeda said he thought he would make Roberto Lazarus Am- 
bassador to Washington—Doctors make good diplomats, you 
know”. We both laughed. He went on to observe “you know in the 
Nicaraguan crisis there were two factors—the military and diploma- 
cy. The military did not do very well, but diplomacy up there did”. I 
merely observed that Lazarus was a very pleasant person, had an 
attractive wife, and both spoke excellent English. He said his gov- 
ernment would be composed of all parties, and mentioned Gabriel 
Mejia as one he would like to keep. He said “I have told Gabriel I 
would like to have him with me, that it might be difficult for me to 
sell him to my Partv, but that I still wanted him”. He said some 
government reorganization was needed—the Ministry of Finance and 
Economy should be made inte two ministries, Finance and Economy. 
Natural Resources should be only Agriculture, since that is all it did 
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anyway. He also expressed the intention of enlarging the presidential 
office, and said that such things as tourism should be directly under 
it. As coffee was served he mentioned that he planned to install a 
coffee bar in the Presidential Palace. He told me, and he asked me 
that it be kept strictly confidential, that he was planning to ask Jack 
Agurcia to be his presidential secretary. 


Comment 


Villeda talked very big indeed. At no stage of the conversation 
did he give any indication of concern that anybody else, either 
inside or outside of the country, might have different ideas. He 
acted as if he alone were the determining factor and that no one else 
had anything to say about it. He said he saw nothing to prevent his 
plans from materializing unless he were assassinated, which he 
regards as a distinct possibility (the entrance to his house is always 
guarded by two goons). He showed no indication whatever of any 
awareness of the thinking of the militares as previously reported. He 
apparently thinks he can write his own ticket both as far as his own 
Party is concerned and with the military. It does not seem to have 
occurred to him that his proposed tour of the U.S. as President- 
Designate might not be entirely welcome to us, or that we may not 


produce aid in the form and quantity he expects... . It would 
appear that the good Doctor’s education is not yet complete. 
John C. Pool 





89. Telegram From the Secretary of State to the Embassy in 
Honduras’ 


Washington, October 4, 1957—7:28 p.m. 


84. Re your 134” Department concurs your views regarding need 
to clarify to Villeda prospects of additional U.S. economic aid for 
Honduras and caution him against exaggerating such prospects in his 
plans and making over-optimistic statements. Rubottom pointed out 
to Mejia’ Wednesday that IBRD and Exlm Bank policies of financ- 
ing only foreign exchange costs is well known. Development Loan 
Fund still unknown factor because criteria for use remain to be 





’ Source: Department of State, Central Files, 715.00/10-357. Confidential; Priority. 
* Dated October 3. (/bid.) 
> Gabriel Mejia, Minister of Economy. 
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determined. We believe Honduras should exercise strict control over 
budgetary and fiscal planning; take appropriate steps to save ex- 
change for capital goods imports; and foster private foreign invest- 
ment. Rubottom expressed opinion Honduras should start on 
development projects which have already been studied and are ready 
for execution (such as highway construction). He made no commit- 
ment of any kind to Mejia group. 

Villeda’s confidence that constituent assembly will name him 
president contrasts sharply with Armed Forces attitude as expressed 
by Galvez in 12 page letter to Agurcia* who transmitted contents to 
Willauer by phone. Letter substantially agreed with Galvez views 
reported Embdes 125.° According Galvez armed forces will retain 
control through Junta which acting as its agent until inauguration 
president chosen popular election and not by assembly, thus fulfill- 
ing commitment to Honduran people. Current Junta submitting 
resignation effective October 21. Armed Forces will name new Junta 
to operate until duly elected civilian government takes charge. 

Dulles 





* Nicolas Aqurcia, Counsel to the Honduran Military Junta. 
° Dated September 30. (Department of State, Central Files, 715.00/9-3057) 





90. Editorial Note 


The Honduran Constituent Assembly, which convened on Octo- 
ber 21, decided to appoint a President of the Republic rather than 
hold separate presidential elections. On November 15, the Assembly 
elected Ramon Villeda Morales President of Honduras. Villeda Mo- 
rales took office on December 21 under a new national constitution 
which entered into force on that day. Documentation is in Depart- 
ment of State, Central File 715.00. 














NICARAGUA 


POLITICAL AND ECONOMIC RELATIONS OF THE UNITED STATES AND 
NICARAGUA’ 


91. Memorandum From John L. Ohmans of the Office of 
Middle American Affairs to the Director of the Office 


(Newbegin)* 


Washington, January 17, 1955. 
SUBJECT 
Nicaraguan arms requests 


Planes: 


On April 20, 1954 Nicaragua informally requested purchase of 
up to 12 F—47 fighters and, up to 4 B-25 fighters. The Department 
answered on April 23 that neither F-47 nor B-25 aircraft were 
available. The Air Force suggested F-80 fighters and B-26 planes. 

Ambassador Sevilla Sacasa was informed on May 28 that the 
United States was in a position to make available on a direct 
purchase basis 8 F-—47 aircraft at a price of approximately $25,000 
each. Three F—47’s arrived in Managua on June 17. 

On July 17 the Nicaraguan Government expressed the desire to 
purchase 7 F-51 planes. Approval by the Department of State was 
delayed until September 2. At about the same time (on August 25), 
Nicaraguan President Somoza sent a communication to Ambassador 
Whelan saying that Sweden offered 25 of their planes for sale, it 
wished to take advantage of a splendid purchase offer, and he would 
greatly appreciate it if the Swedish planes were sold to the Nicara- 
guan Government without any objection on the part of the United 
States Government. 

On September 3, Counselor of the Nicaraguan Embassy Quin- 
tana told me his Government was grateful for the information that it 
would be allowed to purchase P-51 aircraft from a private concern 
in California. He added, however, that Nicaragua wanted to buy the 
Swedish planes. On September 20, I clearly informed Dr. Quintana 





For previous documentation, see Foreign Relations, 1952-1954, vol. tv, pp. 1369 ff. 
* Source: Department of State, Central Files, 717.5622/1-1755. Confidential. 
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that (a) the United States was agreeable to the purchase by Nicara- 
gua of P-51 aircraft from the American supplier in Burbank, Califor- 
nia, (b) the United States cannot interpose any objection of the 
purchase of planes from Sweden, pointing out that there would be 
no possible way for the United States to do so, and that it was 
strictly a matter for Swedish and Nicaraguan Governments to decide. 

In summary, with respect to fighter aircraft, the United States 
sold 3 F-47 planes to Nicaragua. The United States offered to sell 
F—51 planes to that country, but Nicaragua decided to buy a larger 
supply in Sweden. 


Arms: 


On May 24 the first shipment of armaments to Nicaragua under 
the Military Assistance Agreement was made by air. The remainder 
of the shipment, total value, 2 million dollars, was sent subsequent- 
ly by ship on July 17. 

In June, 1954, the Nicaraguan Government informally presented 
a list of armaments desired over a period of 5 years and wished to 
obtain an export license as soon as possible and an indication of 
available prices of a large quantity of arms. In January, 1954 the 
Army gave the Department a list of arms available and the prices 
which would be charged. This list has not been communicated to the 
Nicaraguan Government. On December 2 the Nicaraguan Govern- 
ment formally requested agreement for sale from the United States 
surplus stocks 7,000 Garand rifles, 7 million cartridges, caliber 30, 
4—105 millimeter Howitzers. On December 22 the Department of 
State informed the Department of Defense that it approved meeting 
this request from a political and economic viewpoint. 

Attached is a summary of licenses issued for the export of arms 
to Nicaragua during the months of June, July and August 1954.’ I 
am endeavoring to obtain a similar list of licenses granted for the 
September-—December period. 





* Not printed. 
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92. Memorandum of a Conversation, Department of State, 
Washington, January 20, 1955' 





SUBJECT 
Visit of Ambassador Sevilla Sacasa of Nicaragua 
PARTICIPANTS 


ARA: Edward J. Sparks 

AR: E.A. Jamison 

MID: John L. Ohmans 

Ambassador Sevilla Sacasa; Dr. Quintana. 


The Ambassador called at his request and immediately launched 
into a discussion of the Costa Rican case before the OAS.’ He 
reported that Nicaragua promptly and enthusiastically agreed with 
the suggestion of the investigating committee to institute a buffer 
zone along the Costa Rican-Nicaraguan border. 

The Ambassador also delivered a note to the Department re- 
questing the United States to sell immediately to Nicaragua four 
F-51 fighter planes as had just been done to Costa Rica. He said the 
Costa Rican pilots already had violated the Nicaraguan frontier on 
their first day of action. He believed this was deliberate. In view of 
the great distrust his government had of Figueres’ actions and the 
probabilities of action against Nicaragua, his government was very 
anxious to obtain an equal number of planes to combat the Costa 
Rican F-51’s, if that should be necessary. 

The Ambassador pled at length and with great emotion along 
the lines that U.S. friendship with Nicaragua was at a test. He said 
that this was truly an hour of fear in Nicaragua and President 
Somoza, especially, needed the planes for protection. He added that 
Nicaragua did not want these planes as a gift; it was ready to buy 
them, but it wanted them on the same terms which Costa Rica 
received. 

Mr. Sparks was silent during most of this long impassioned 
discussion, but finally asked the Ambassador whether he truly 
believed what he had just said. The Ambassador did not answer 
clearly. Mr. Sparks added that he found it difficult to believe that 
Figueres would confuse the issue at this stage by flying the planes 
over Nicaraguan territory. He asked the Ambassador how many 
planes Nicaragua had for its own protection; again he received no 





‘Source: Department of State, Central Files, 717.5622/1-2055. Confidential. 
Drafted by Ohmans and initialed by Sparks indicating his approval. 

? For documentation on the January 1955 attempt to overthrow the government of 
Costa Rican President José Figueres and the efforts of the Organization of American 
States to resolve that conflict, see vol. vi, Documents 172 ff. 
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clear answer, but the Ambassador said that the Department knew 
Nicaragua’s military strength as well as he did. 

After more emotional discourse on Nicaragua’s need for an 
equal amount of air strength for protection, Mr. Sparks said that he 
would see that the request was given prompt consideration. He 
promised to inform the Ambassador shortly of the response to this 


request. 





93. Memorandum of a Conversation, Department of State, 
Washington, March 30, 1955' 


SUBJECT 
Nicaraguan-Costa Rican Relations 
PARTICIPANTS 


Ambassador Sevilla Sacasa, Nicaragua 
Dr. Quintana, Counselor of Embassy 
ARA—Mr. Henry Holland 

MID—Mr. John L. Ohmans 


The Ambassador called at his request and reported that Nicara- 
guan-Costa Rican relations were proceeding smoothly and that the 
OAS Commission, recently set up, was working satisfactorily. He 
referred to a few minor outstanding problems; among them Costa 
Rica’s desire to obtain the right for LACSA planes to land again at 
Managua. He felt that problem would be resolved very shortly. The 
Ambassador did not have much regard for the recent actions of 
Costa Rica’s Foreign Minister, Mario Esquivel, who, he felt, was not 
contributing to friendly relations between the two countries and he 
also said that Figueres had foolishly made a public statement that he 
would have nothing to do with the dictator, Somoza. 

Mr. Holland displayed surprise and some dismay over that 
news, and asked the Ambassador whether he cou!d send him a copy 
of the statements made. The Ambassador said +: «ould. 

Another problem in the relations between «we two countries 
involved the person who had taken asylum at the Costa Rican 
Embassy in Managua, and here again the Ambassador expressed the 





‘Source: Department of State, Central Files, 617.18/3—3055. Confidential. Drafted 
by Ohmans. Initialed by Holland indicating his approval. 
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belief that arrangements would be made soon for the person’s 
release. 

As of possible interest to Mr. Holland, the Ambassador brought 
in a picture taken in Cuba at the Finca “La Chata” of Cuba’s ex- 
President, Prio Socarras, showing the Cuban with Romulo Betan- 
court, Figueres and Arevalo.2 The Ambassador considered that this 
picture was ample proof of the revolutionary and leftist designs, 
especially of Costa Rica’s President, Figueres. Ambassador Sevilla 
mentioned that he had talked with Ambassador Hill and had given 
him a copy of Arevalo’s book, published recently, entitled “Guate- 
mala, La Democracia y El Imperio”. He and Mr. Holland agreed that 
Ambassador Hill has a wide knowledge of affairs in Central America 
on the basis of his experiences in Costa Rica and El Salvador. 





2 Juan José Arévalo, President of Guatemala, 1945-1951. 





94. Editorial Note 


Vice President Richard M. Nixon visited Nicaragua February 
19-21 as part of a tour of Central America and the Caribbean. He 
was accompanied by Assistant Secretary Holland and John C. Dreier, 
United States Representative to the Council of the OAS, as well as 
members of the Vice Presidential staff. Although Nixon and Holland 
met with President Anastasio Somoza during this visit, no memoran- 
dum was made of that conversation according to a letter of April 27 
from Holland to Ambassador Whelan. (Department of State, Holland 
Files: Lot 57 D 295, Nicaragua) Documentation concerning Nixon’s 
visit to Nicaragua is ibid, Central File 033.1100-NI. 
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95. Memorandum From Park F. Wollam of the Office of 
Middle American Affairs to the Assistant Secretary of 
State for Inter-American Affairs (Holland)' 


Washington, April 27, 1956. 


SUBJECT 


Refusal of Nicaraguan Request for P.L. 480 Purchases of Surplus 
Commodities* 


In view of the protest by Ambassador Sevilla Sacasa, this 
memorandum is submitted to amplify the brief discussion of the 
problem at the MID/P staff meeting with Mr. Holland on April 26. 
This is not the official record of the proceedings, but is a personal 
and general interpretation of what occurred. Minutes of the proceed- 
ings will be available later. 

In January, 1956, the Nicaraguans requested permission to pur- 
chase quantities of white corn and red beans from CCC stocks. 
Through normal channels it was found that the CCC had no stocks 
of these commodities. The Nicaraguans were informed of this by 
note and it was suggested that they purchase through ordinary 
commercial channels. El Salvador had been given a similar informal 
reply to the same request. 

Following this action, the Nicaraguan Minister of Economy’ was 
in Washington. The Nicaraguans claim that he was invited by 
someone at the Department of Agriculture to submit a request for 
the corn and beans under the P.L. 480 Title I Program. While there 
were no stocks available, the Nicaraguans were told that some corn 
and beans could be declared surplus and that they could purchase 
other commodities at the same time. 

The Nicaraguan Embassy submitted notes requesting corn, 
beans, butter, lard, wheat flour and powdered milk on February 20 
and 21. The Nicaraguans and State received the impression that the 
sale of surpluses was the desirable aspect of this request and that 
there would be no difficulty with P.L. 480 requirements. 

At the first meeting of the Inter-Agency Committee on Surplus 
Disposal,‘ however, various questions were raised concerning the 





* Source: Department of State, Rubottom Files: Lot 59 D 573, P.L. 480, Nicaragua. 
Confidentiai}Also addressed to Lyon. 

* For text of P.L. 480, the Agricultural Trade Development and Assistance Act of 
1954, see 68 Stat. 454. 


Enrique Delgado. 
* President Eisenhower established the Inter-Agency Committee on September 9, 
1954, to coordinate the administration of P.L. 480. The Committee, headed by White 
House Special Consultant Clarence Francis, consisted of senior officials from the 
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necessity for the program, the question of usual marketings, Nicara- 
guan over-expansion in cotton, and the need for additional develop- 
ment funds resulting from local currency sales. Action was 
postponed pending receipt of more information from Nicaragua, 
which was somewhat delayed because of the Easter vacation period 
affecting the Ministry of Economy. It was obvious that the majority 
of the IAC members considered the program to be of very marginal 
utility unless there were urgent overriding policy consideration. 

The program was turned down at the Inter-Agency meeting on 





1. Problem usual marketings and displacement of normal commercial 


purchases regardless whether or not a P.L. 480 program was 
concluded, and that the Government made no distinction between 


primary reason for the possible 
the unlimited on in Nicara- 

cotton peodatiion under the umbrella of U.S. price su 

money - cotton — on had displaced corn and 

> .L. 480 aid woud probably slow Nicar 

re-conversion to its normal _ sufficient status in corn and 


crops. They 
Nicar would take steps to control cotton production even if P.L. 


3. Financial condition of Nica epee Bm yr for - 
Nicaraguan request is an anticipated | A 

next two or years because of anticipated fy fie 
revenues from coffee and cotton. The + Conunnten did 


: 
a 
38 
zs 


: 
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anyway. 
It was pointed out that the Nicaraguans had very proudly 
announced at various times that they were number one in credit 
payments for Latin America. There have been favorable dollar bal- 
ances of payments every year including 1955. last Nicaraguan 
estimate was $169,900 although early 1955 estimates were about a 
half million.) It was also pointed out on the basis of information 
from the Ministry of Economy that the Nicaraguan government has 
had bu surpluses and that government revenues were —— 
new . Despite possible difficulties from reduced coffee an 
cotton income in 1956-57, the government was planning an in- 





Departments of Agriculture, Commerce, the Treasury, and State, the International 
Cooperation Administration, and the Bureau of the Budget. 
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creased budget for 1956-57 on the grounds that any possible deficits 
could be met from previous surpluses. On the basis of this informa- 
tion the IAC could not see an emergency situation that would justify 


displacement of normal commercial marketings, although it was 
pointed out that perhaps help at this time would prevent future 
difficulties that might require more aid. 

4. Use of funds available from local currency sales: The attitude was 
taken ICA that while useful programs could be found for the 
loan of currencies, Nicaragua was not a country in which it was 
felt that extra soft loans were necessary for policy considerations or 


economic ri) ey . 
5. Possible P.L. 480 Ravens | in other similar circumstances: State took 


the attitude that if Nicar were successful in obtaining P.L. 480 
aid, it could reasonably expected that other Latin American 
nations would wish similar programs under the same general - 
bly marginal) conditions, since several countries could be f with 

of dollars. It was , therefore, to establish a clear- 
cut policy with the action toward Nicaragua. The IAC presumably 


thought that there was no justification for setting a precedent for 
Beicinens of uasndl cadkaiinm ta Pisuene' at Gide with- 


out a real emergency or over-riding policy considerations. 
Comment: 


While the Nicaraguans apparently take this refusal as a discrim- 
inatory action (especially in an election year) it should be pointed 
out that the refusal was based directly on the provisions of the law 
covering P.L. 480 loans. It is thought that President Somoza might be 
especially sensitive on the subject during an election year since he 
stresses the mutual friendship between Nicaragua and the United 
States as a strong point in his electioneering, and he is usually 
anxious to have demonstrable tokens of U.S. affection. 

The IAC pointed out that should conditions change, the Nicara- 
guan request could be reconsidered. The most regrettable aspect of 
this situation in my mind was that the Nicaraguans were invited (or 
at least so they claim) to make this request, after they had been 
already informed that no surplus white corn or red beans were 
available, and that a decision was delayed. Both Nicaragua and State 
were under the impression that there were no obstacles in the way 
of the program until the first Inter-Agency meeting. 

It would appear, however, that the IAC had ample justification 
for refusing the program on technical grounds, since there are no 
emergency considerations justifying displacement of normal market 
channels, which would be subject to severe criticism. The refusal 
was primarily based on the information supplied by Nicaraguan 
Minister of Economy who could not present a strong enough case to 
overcome technical difficulties presented by the law. The case of 
Nicaragua and of State was ably presented and actively pushed as 
far as possible under these circumstances by Frederick Hincke of E/ 
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IRD, which section has the primary action responsibility for P.L. 480 
programs. 








96. Telegram From the Acting Secretary of State to the 
Embassy in Nicaragua’ 


Washington, May 4, 1956—6 p.m. 


214. Urtel 247.* Although type of action requested not entirely 
clear following is Dept’s feeling with regard purchase arms by 
Nicaragua. 

US has no objection delivery small number tanks Nicaragua and 
has authorized purchase in US four tanks which have already have 
been contracted for by GoN. 

Dept sees no need for Nicaragua or any other Central American 
country to obtain more than approximately this number since more 
are not required for legitimate defense purposes. Delivery sixty tanks 
or any other proportionately large number to Nicaragua would 
undoubtedly cause alarm in neighboring republics and work against 
peaceful settlement regional issues still outstanding. 

Dept cannot understand necessity for Nicaragua act as agent for 
third parties, if this implied, since there are established channels for 
all legitimate arms purchases. Canadians will be informed along 
these lines. 

If this not case, Dept finds difficult understand how economy of 
Nicaragua can stand purchase quantity tanks at same time Nicaragua 
urgently requesting Public Law 480 sales by US in view anticipated 
dollar shortages this year. This request now being reconsidered 
because of emphasis on need by Nicaraguan Embassy here. 

You may at your discretion inform Somoza that US would view 
with concern arrival sixty tanks Central America, that Dept does not 
understand need for Nicaragua to act for third parties and that this 
could cause unfavorable international comment. You may also say 
that large expenditures arms this time may jeopardize chances PL 





* Source: Department of State, Central Files, 717.561/5-256. Confidential; Priority. 

* In telegram 247 from Managua, May 2, the Embassy transmitted a statement by 
President Somoza which reads in part: “Sometime ago our Washington embassy tried 
to purchase 60 Sherman Grizzly tanks from Canada.” According to the telegram, 
Somoza stated further that Nicaragua now wished to cancel an order to buy $88,000 
worth of tanks from the United States and wanted to purchase tanks from Canada 
instead. (/bid.) 
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Letter From the Ambassador in Nicaragua (Whelan) to 
the Officer in Charge of Nicaraguan Affairs (Wollam)' 


Managua, May 11, 1956. 


DEAR PARK: I saw Somoza on the tank deal on May 9th. We 
wired you that he said “O.K.”. “That's the ball game.”” 

He said “I wish you would explain to the State Department that 
my information was that the Department would be glad to have me 
purchase the tanks for Israel and that I would receive ten tanks as a 
bonus.” I asked him if the information came from Guillermo’ and he 
said no, that it came from friends of Israel who were presumably 
quoting Israel's official representatives. In other words, Somoza’s 
information was that he would be taking us “off the hook” and that 
we would be glad to see the tanks go to a friendly country fighting 
Communism, and that he would get ten tanks for free. 

On May 8th I wrote you about Public Law 480. I brought this 
subject up in talking with Somoza and told him that we had just 
received a wire’ that Nicaragua had been turned down, but that 





* Source: Department of State, Central Files, 717.561/5-1156. Confidential; Offi- 
cial-Informal. 

* Telegram 253 from Managua, May 10, reads as follows: “President Somoza 
informed sense final paragraph Deptel 214 and has abandoned the project stating ‘OK 
that’s the ball game.’” (/hid., 717.561/5-1056) 

* Guillermo Sevilla-Sacasa, Nicaraguan Ambassador to the United States. 

*In telegram 204 to Managua, April 25, the Department stated in part: “Inter- 
agency Staff Committee on Agricultural Surplus Disposal rejected April 24 proposed 
Title |, PL 480 for Nicaragua on grounds obvious displacement commercial marketings 
and FYI displacement food crops by cotton. End FYI.” (Department of State, Central 
Files, 411.1741/4-1856) 




















98. Memorandum From the Assistant Secretary of State ror 
Inter-American Affairs (Holland) to the Deputy Under 
Secretary of State for Economic Affairs (Prochnow)' 

Washington, May 14, 1956. 

SUBJECT 


Nicaragua: Request for Limited P.L. 480 Sales 


The Bureau of American Republics wishes to explore every 
means of assisting the Government of Nicaragua in obtaining surplus 
commodities in limited amounts under Title I of Public Law 480. 

The background of the request is as follows: In January 1956, 
Nicaragua asked to make a dollar purchase of white corn and red 
beans from U.S. surplus stocks without reference to P.L. 480. Nicara- 
gua was informed that there were no surplus stocks of these 
commodities available at that time. The Department was subse- 
quently informed by the Nicaraguan Ambassador that the Nicara- 
guans were encouraged to apply again for the purchase of corn, 
beans and other commodities under Title I of P.L. 480. 





* Source: Department of State, Rubottom Files: Lot 59 D 573, P.L. 480, Nicaragua. 
Official Use Only. 
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The application was refused by the Inter-Agency Staff Commit- 
tee on April 24. The ISC felt the program was not justified because 
of favorable dollar balances in Nicaragua up to this year, and 
because on most items requested there would be obvious interfer- 
ence with normal marketings. It was also pointed out by the ISC 
that Nicaragua’s predicament was partially the result of over-expan- 
sion in cotton as well as very bad corn and bean crops for two years. 

Nicaragua is now anticipating an unfavorable dollar balance 
amounting to several millions of dollars because of expected de- 
creases in coffee and cotton prices as well as decreases in crop 
quantities. Upon the urgent request of Nicaraguan Ambassador 
Sevilla Sacasa, who re-emphasized the potential danger to Nicaragua, 
ARA has decided to request that the ISC consider a smaller and 
more limited program that would be of benefit to Nicaragua. Agri- 
culture has asked that the Department of State make a written 
statement of its views. 

It has been decided to limit the request for P.L. 480 sales to 
white corn and red beans, which, the Department is informed, can 
now be made available. There is no conflict with usual marketings 
on these items since Nicaragua is normally self-sufficient and even 
an exporter at times. Any recent purchases by the Government of 
Nicaragua may be considered as emergency efforts. 

A small sales program under P.L. 480 (in the neighborhood of 
US $700,000) would provide funds for U.S. uses and market devel- 
opment, but would probably not allow any funds for development 
loans. 

This limited program would, however, provide Nicaragua with 
the opportunity to make this purchase with local currency, which is 
the basic reason for the request. It would not set any precedent that 
could not be followed with other nations requesting aid under the 
same restricted conditions. It is not anticipated that further aid 
would be necessary. 

The views of ARA coincide with those of the Embassy at 
Managua which has succinctly summarized the conditions now per- 
taining in a telegram which is attached as an enclosure.’ 

It is believed that this very small and realistic program merits 
every possible consideration, and it is hoped that the earliest action 
can be taken. 











* Not printed. Telegram 252 from Managua, May 9%, urged reconsideration of the 
Nicaraguan request for sale of corn and beans under P.L. 480. 
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99. Memorandum From the Deputy Under Secretary of State 
for Economic Affairs (Prochnow) to the Assistant 
Secretary of State for Inter-American Affairs (Holland)' 





Washington, May 17, 1956. 
SUBJECT 
Nicaragua: Request for Limited PL 480 Sales 


The Bureau of Economic Affairs has cooperated conscientiously 
with officers of the Department of Agriculture and of the Bureau of 
Inter-American Affairs in efforts to persuade the Inter-Agency Staff 
Committee on Agricultural Surplus Disposal (ISC) on two occasions 
to agree to a Title I, PL 480 program for Nicaragua. 

When the Nicaraguan request was considered at the second ISC 
meeting on April 24, it became necessary to call attention to the 
view of the Nicaraguan Minister of Economy, expressed in a letter to 
the Embassy at Managua dated April 12,” to the effect that while 
grain production has been traditionally sufficient to cover domestic 
consumption requirements, adverse crop conditions plus balance of 
payments difficulties have made it necessary to ensure that (lack of) 
imports do not aggravate the situation. On this point the Embassy at 
Managua observed that the Nicaraguan Government was apparently 
making no distinction between “imports to be made through usual 
commercial channels” and purchases to be made in case a PL 480 
agreement were to be concluded. Moreover, since the Nicaraguan 
request for a Title I PL 480 program was presented, Nicaragua has 
purchased for dollars substantial quantities of several of the com- 
modities requested, notably white corn from the United States and 
wheat flour from Canada, and can be expected to continue to make 
such purchases to meet its essential domestic requirements for which 
it has the necessary dollars. 

After careful consideration of the memorandum of the Bureau 
of Inter-American Affairs of May 14, in conjunction with Managua’s 
telegram No. 252 of May 9,° we believe the supplemental informa- 
tion and arguments in favor of a limited PL 480 program for 
Nicaragua would be insufficient to overcome objections to the 
program previously raised in the ISC on two previous occasions. 

Aside from the substantive objections to the Nicaraguan propos- 
al, a further procedural difficulty has arisen to obstruct the reopen- 
ing of this case in the ISC, even on the limited basis proposed by 





* Source: Department of State, Rubottom Files: Lot 59 D 573, P.L. 480, Nicaragua. 
Official Use Only 

* Not further identified. 

* See footno’e 2, supra. 
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ARA. Largely on account of the adoption of a new price policy for 
cotton exports, the Department of Agriculture is temporarily con- 
fronted by a shortage of appropriated funds with which to finance 
outstanding Title I, PL 480 programs to which the United States has 
committed itself by opening negotiations with certain countries or 
otherwise. Hence, it would appear untimely to request the ISC to 
reconsider at this juncture a program which has already been twice 
rejected due to a variety of objections difficult if not impossible to 
overcome. As a tactical maneuver, it would probably be necessary to 
defer action on a request to the Department of Agriculture to reopen 
the Nicaraguan case until additional Title I, PL 480 funds have been 
voted by the Congress. This might involve a further delay of as 
much as a month or six weeks before the Nicaraguan program could 
be presented to the ISC for reconsideration, even assuming that there 
were some assurances that the substantive objections to the program 
could be overcome. We question whether such a further delay would 
be in the best interests either of Nicaragua or the United States. 

In view of these considerations, we are of the opinion that the 
Department should explain to the Nicaraguan Ambassador (and to 
the Nicaraguan Minister of Economy presently understood to be in 
Washington) that, in addition to the substantive objections previous- 
ly raised which have prevented us from agreeing to the Nicaraguan 
request, the United States has unexpectedly encountered difficulties 
in financing the sale of the commodities requested by Nicaragua 
which might entail a delay of a month to six weeks before their 
request could opportunely be reopened. Accordingly, rather than to 
delay the acquisition of the commodities desired by Nicaragua by 
pursuing the Nicaraguan request for a Title I, PL 480 sales agree- 
ment, it is suggested that it might be more expeditious to obtain the 
commodities desired “on credit” by exploring the possibility of 
arranging with such sellers in the United States as Mr. C.B. Fox of 
New Orleans to handle Nicaraguan purchases under the CCC export 
credit program, initiated by the Department of Agriculture on April 
25, 1956, i.e., after the request by Nicaragua. This suggestion has 
been made by representatives of the Department of Agriculture who 
believe that the Nicaraguan Government should have no serious 
difficulties in providing such guarantees as their buyers might re- 
quire in order for the latter to qualify under the CCC export credit 
program. 

It is suggested that ARA may wish to give the Nicaraguan 
represeritatives the attached press release of the USDA covering the 
CCC export credit program.‘ 





* Not attached to the source text. 
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100. Memorandum From the Deputy Assistant Secretary of 
State for Economic Affairs (Kalijarvi) to the Assistant 
Secretary of State for Inter-American Affairs (Holland)' 


Washington, May 18, 1956. 


SUBJECT 
Nicaragua: Request for Limited PL 480 Sales 


After careful consideration of the memorandum of the Bureau 
of Inter-American Affairs of May 14, in conjunction with Managua’s 
telegram No. 252 of May 9,” we believe the supplemental informa- 
tion and arguments in favor of a limited PL 480 program for 
Nicaragua would be insufficient to overcome objections to the 
program previously raised in the ISC on two previous occasions. 
Moreover, since the Nicaraguan request for a Title I, PL 480 program 
was presented, Nicaragua has purchased for dollars substantial quan- 
tities of several of the commodities requested, notably white corn 
from the United States and wheat flour from Canada, and can be 
expected to continue to make such purchases to meet its essential 
domestic requirements for which it has the necessary dollars. 

Aside from the substantive objections to the Nicaraguan propos- 
al, a further procedural difficulty has arisen to obstruct the reopen- 
ing of this case in the ISC, even on the limited basis proposed by 
ARA. Largely on account of the adoption of a new price policy for 
cotton exports, the Department of Agriculture is temporarily con- 
fronted by a shortage of apprcvriated funds with which to finance 
outstanding Title I, PL 480 programs on which the United States has 
undertaken negotiations. 

We are of the opinion that the Department should explain the 
foregoing circumstances to the Nicaraguan Government and suggest 
that it might be more expeditious as far as immediate requirements 
are concerned, to obtain the commodities desired “on credit” by 
exploring the possibility of arranging with sellers in the United 
States to handle Nicaraguan purchases under the CCC export credit 
program, initiated by the Department of Agriculture on April 25, 
1956. (This facility was not available when Nicaragua made its 
original request for a PL 460 program.) This suggestion has been 
made by the Department of Agriculture which believes that the 
Nicaraguan Government should have no serious difficulties in pro- 





* Source: Department of State, Rubottom Files: Lot 59 D 573, P.L. 480, Nicaragua. 
Official Use Only. 
* See footnote 2, Document 98. 
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viding such guarantees as might be required in order to qualify 
under the CCC export credit program. 

Regarding future requirements, if an emergency situation should 
develop with which Nicaragua could not cope with its own re- 
sources, we would be prepared to consider a new request for a PL 
480 program. 











101. Letter From the Officer in Charge of Nicaraguan Affairs 
(Wollam) to the Ambassador in Nicaragua (Whelan)' 


Washington, May 23, 1956. 


DEAR Mr. AMBASSADOR: While we have not yet received offi- 
cial notice, I regret to state that the request for P.L. 480 will have to 
be indefinitely postponed again. 

In addition to the previous problems, it now appears that 
Agriculture has over-expended its allotment for P.L. 460 transactions 
by about $80 million. It is impossible to get any action on the 
Nicaraguan request under these circumstances. 

Additional funds are being sought, however, and it is expected 
that the P.L. 480 program will be back in business in a few weeks. 
We have informally notified the Nicaraguan Embassy here of this 
condition and suggested that if the economic situation in Nicaragua 
continues to deteriorate they might make a new application later. | 
also told them of the feeling that Nicaragua was not a critical area in 
comparison with some countries. The Ambassador and George Mon- 
tealegre did not seem to be too disappointed at this turn of events. 
This may be because they concluded the Corinto Port loan and are 
expecting an Eximbank loan for their share of the Inter-American 
Highway cost. So, they are not empty-handed. 

Various elements in the Department here greatly appreciated the 
Embassy’s efforts in rounding up information to supply the request, 
and I regret that it has not worked out differently. 

Sincerely yours, 

Park F. Wollam’ 





* Source: Department of State, Rubottom Files: Lot 59 D 573, P.L. 480, Nicaragua. 
Official Use Only; Official-Informal. 
* Printed from a copy which bears this typed signature. 
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102. Editorial Note 


On September 21, President Anastasio Somoza was shot in Leén 
near Managua. Telegram 84 from Managua, September 22, reported 
that Somoza had a good chance to recover, that no general uprising 
appeared imminent, and a state of siege had not yet been imposed. 
The telegram stated further that Ambassador Whelan requested the 
immediate dispatch of the “best available medical specialist from US 
and Panama.” (Department of State, Central Files, 717.11/9-2256) 
Telegram 87 from Managua, September 23, reported that surgical 
teams from the United States and Panama in conference with 
President Somoza’s son Luis and other Nicaraguan Government 
officials had decided to send the wounded President to Panama for 
further medical care. The telegram also stated that the would-be 
assassin, Rigoberto Lopez Perez, who was killed on the spot, was a 
“Communist trained in Mexico or Salvador.” (/bid., 717.11/9-2356) 





103. Memorandum From the Director of the Office of Middle 
American Affairs (Neal) to the Acting Assistant Secretary 
of State for Inter-American Affairs (Rubottom)' 


Washington, September 24, 1956. 
SUBJECT 
Nicaragua: Preliminary Survey on Possible Effects of Somoza Injury 


The departure from the Nicaraguan political scene of Somoza 
either through death or disability would create a vacuum because of 
the extreme centralization of the present government, and because 
there is no obvious heir. The dictatorship of Somoza has been 
relatively moderate, but as a personal ruler he has made all impor- 
tant as well as most routine decisions concerning the government. 

There is no regular vice president. An honorary vice president is 
named by the Congress when it is in session. Congress also has the 
theoretical authority to decide who will be acting president in the 
absence of Somoza. This has amounted to rubber stamping the 
president’s choice. Col. Luis Somoza, eldest son, was the titular head 





' Source: Department of State, Central Files, 717.11/9-2456. Confidential. Drafted 
by Park F. Wollam. 
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of the last session of Congress. His election at this time would be 
more significant. 

Col. Anastasio Somoza, Jr., (Tachito) the younger son, is now 
acting Commander of the National Guard and also of the Air Force. 
He is said to be thoroughly disliked by most of his officers and 
others. Luis has recently taken more of an interest in politics, but he 
has generally preferred business and agriculture. In case of a com- 
plete overthrow, the entire Somoza family would be in jeopardy. 

While the family, in-laws, and the “Palace Guard” will probably 
present a solid front as long as the President retains control, there 
are many strong, conflicting personal ambitions. Some of the imme- 
diate family did not want Somoza to run for the Presidency again, 
fearing another assassination attempt and because of their own 
ambitions. The strong-willed wife of President Somoza is reported to 
have discouraged this intrigue and to have stated that she would 
rather be a widow than the wife of an ex-President. 

In addition to the sons, the ambitious within the family circle 
include Guillermo Sevilla-Sacasa, son-in-law, and Luis Manuel De- 
Bayle, brother-in-law. Both allegedly feel that they might obtain 
some support as compromise candidates from opposition moderates 
in addition to the Somoza Liberal Party machine. Opposition stal- 
warts will have nothing to do with any of the inner circle, however, 
according to many reports. 

Outside the immediate family circle there are others who are 
believed to wield considerable power and who might influence the 
situation. These include Col. Camilo Gonzalez, Commander of the 
special palace guard who has most of the Guardia command machin- 
ery at his disposal, as well as Col. Herberto Sanchez, Somoza’s 
military aide, and possibly Lorenzo Guerrero, Liberal politician, or 
Col. Francisco Gaitan, Minister of War. 

The opposition to Somoza is of uncertain force. The Conserva- 
tive Party is increasingly bitter after twenty years out of power and 
with the prospect of another six years of Somoza following the next 
elections (scheduled for February, 1957). It may not have grown 
much, however, up to this point. Somoza is also opposed by a small 
group of Independent Liberals who split away in 1946 on the 
Arguello issue. A large part of the populace has been fairly indiffer- 
ent on the subject of politics because of the prosperity generally felt 
up to this year. 

Opposition elements have been deeply divided and have been 
unable to agree on a common program or candidate. There is some 
evidence that Nicaraguan Communists have infiltrated some small 
factions or that extremists would turn to the Communists for help. 
Col. Manuel Gomez Flores, former Guardia officer, has continually 
plotted against Somoza from exile, using persons of various national- 
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ities. Gomez could be back of the present attempt. Several purported 
assassination plots have been nipped during the past several months. 
Somoza announced last month that he was aware of further plots 
against him, and he would deal with them. 

The injury of Somoza brings the problem of the succession, 
which most felt had been postponed for six years, again to the 
foreground. The possibility that Somoza may be out of the picture 
might start the disintegration of the Somoza family-Guardia—Liberal 
tie-up. This possibility plus the effect of strong and indiscriminate 
reprisals might help to unite the opposition into an effective force.’ 





?In a memorandum to Dulles and Hoover, September 25, Rubottom wrote that 
President Somoza’s situation had improved somewhat that day although his condition 
remained critical. (/bid., 717.11/9-2556) 





104. Letter From the Representative at the United Nations 
(Lodge) to the Secretary of State’ 


New York, September 26, 1956. 


DeAR FOSTER: Mena-Solorzano (Nicaragua) sought me out to 
tell me the following: 


1. Somoza’s health has taken a turn for the worse and the 
outlook now is that he will either die or be paralyzed for life. 

2. Thus the Presidency of Nicaragua be vacated. 

3. Sevilla-Sacasa is unquestionably the best man to succeed him 
but he cannot be elected by the Congress which, under the Nicara- 
guan Constitution, would fill the vacancy. 

4. The election is next , 

5. Mena-Solorzano would be willing to run and thinks he has a 

chance of getting elected provided he has “the blessing of the 
nited States”. 

6. He stressed the unstable course of events in Honduras and 
Costa Rica, the proximity of Nicaragua to the Panama Canal, and 
the possibility t Nicaragua might become another Guatemala 
unless the US takes an active interest. 


Please let me know how I should answer him. 
Faithfully yours, 
Cabot L. 





* Source: Department of State, Central Files, 717.00/9-2656. Secret. 
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105. Special National Intelligence Estimate’ 











SNIE-83.3-56 Washington, 27 September 1956. 


PROSPECTS FOR POLITICAL STABILITY IN NICARAGUA? 
The Problem 


To estimate the prospects for political stability in Nicaragua (1) 
if President Somoza recovers from his wounds, or (2) if President 
Somoza should die. 


Conclusions 


1. If President Somoza should recover and resume his office, his 
regime would probably be able to maintain itself indefinitely in 
power, although there would probably be a considerable intensifica- 
tion of political unrest in Nicaragua. 

2. If President Somoza should die or be unable to exercise his 
office, Luis Somoza, his son and legally designated successor, would 
probably be accepted as interim president pending early elections. 
The demand for and expectation of political change in Nicaragua 
would be greatly stimulated and the struggle for the eventual 
succession would be intense. The position of the Guardia would be 
crucial. 

3. Present indications are that, in these circumstances, the Somo- 
zistas would attempt to substitute Luis Somoza for his father as the 
Liberal candidate for president and to elect him in the same manner 
as his father would have been. Such a course could be prevented 
only by the defection of a major portion of the Guardia, which at 
present appears unlikely. Luis Somoza would not be as strong a 
president as his father has been, but would almost certainly be able 





‘Source: Department of State, INR-NIE Files. Secret. Files of National Intelligence 
Estimates, Special Estimates, and Special National Intelligence Estimates are retained 
by the Directorate for Regional Research, Bureau of Intelligence and Research. Special 
National Intelligence Estimates (SNIEs) were high-level interdepartmental reports 
presenting authoritative appraisals of vital foreign policy problems on an immediate or 


Council. The Department of State provided all political and some 
of SNIEs. 

* According to a note on the cover sheet, the intelligence organizations of the 
Departments of State, the Army, the Navy, the Air Force, and the Joint Staff 
participated in the preparation of this estimate. The Intelligence Advisory Committee 
concurred in this estimate on September 27. 
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to maintain his position so long as he retained the united support of 
the Guardia. 

4. There remain possibilities for a different development of the 
situation between now and election day: (a) Luis Somoza may be 
shaken by a rising demand for political change and shrink from the 
repressive measures required to control it; (b) the Somozistas may 
not unite in support of his candidacy; (c) a substantial element in 
the Guardia may defect in favor of another political solution. In 
these circumstances, either Luis Somoza or the effective leadership of 
the Guardia might make a deal with the opposition leading to the 
election of a president acceptable to both sides. If the political 
situation should become so confused that no agreement among 
contending factions seemed possible, the Guardia would probably 
feel compelled to act as arbiter and install a government of its own 
choice. 


Discussion 


Background 


5. President Somoza, through his control of the Guardia Nacion- 
al, the only armed force in Nicaragua, has been in effective control 
of that country ever since the withdrawal of the US military 
occupation in 1932. He has occupied the presidency himself since 
1936, except for a brief interval (1947-1950) during which he contin- 
ued to control the Guardia. In anticipation of the presidential elec- 
tion to be held in February 1957, he procured the removal of the 
constitutional prohibition against re-election and presented himself 
as the candidate of the Libera! Party. Inasmuch as he completely 
controlled the electoral machinery, his re-election was a certainty. 

6. The Liberals’ traditional opposition in Nicaragua is the Con- 
servative Party. One faction of this party, by an accommodation 
with the Somoza regime, has been assured of one-third of the seats 
in the National Congress. Recentiy, however, even this faction has 
become restive regarding the prospect of Somoza’s perpetuation of 
himse!f in power. Conservative Nicaraguans desiring a change in the 
regime profess to fear that, if it is not accomplished soon by 
conservatives, it will be accomplished eventually, with violence, by 
radicals. There is reason to believe that a Conservative revolutionary 
attempt was in preparation, designed to forestall the re-election of 
Somoza in February, but that these conspirators were surprised by 
the unrelated assassination attempt. 

7. Another opposition element is the Independent Liberal Party 
composed of Liberals who broke with Somoza in 1945, and, in 
conjunction with the Conservatives, demonstrated preponderant 











216 _ Foreign Relations, 1955-1957, Volume VII 


electoral strength in the election of 1947. This group could prove a 
significant factor in a fluid political situation. 

8. Another factor in the situation is Colonel Manuel Gomez 
Flores, a former Guardia officer who mortally hates Somoza and is 
the leader of a motley group of Nicaraguan exiles, former Caribbean 
Legionnaires, and other quasi-professional revolutionaries, including 
some Communists. 

9. The outlawed Communist Party, which numbers fewer than 
200 militants in Nicaragua, has not been consistently anti-Somoza. 
Some Communists are known to belong to a pro-Somoza labor front, 
others to an anti-Somoza labor front. 


Present Situation 


10. There is so far no evidence to connect the would-be assassin 
with any political group and the attempted assassination has been 
followed by no related revolutionary attempt. The Guardia, in par- 
ticular, appears to be loyal to Somoza. A state of siege has been 
proclaimed and numerous opposition leaders have been arrested. 

11. Luis Somoza, the President’s elder son, is in temporary 
charge of the situation as President of the Congress and the consti- 
tutionally designated successor in the event of his father’s death. 
Despite this designation, Luis Somoza is a colorless figure, lacking in 
his father’s qualities of personality and leadership. The other impor- 
tant personalities in the regime are Colonel Francisco Gaitan, the 
Minister of Defense, and Colonel Anastasio Somoza, Jr. (“Tachito”), 
the President’s younger and favored son, who is in immediate 
command of the Guardia. Gaitan is an old soldier who came up from 
the ranks and is highly regarded in the Guardia, particularly by 
senior officers who resent and distrust “Tachito”. “Tachito” is a 
violent, impulsive, and arrogant character, not generally popular in 
the Guardia. However, he may be able to exploit the impatience of 
younger Guardia officers with their seniors. 


Prospects 


12. Even if President Somoza should fully recover, his near- 
elimination will have had a stimulating effect upon the stagnant 
political situation in Nicaragua. Unrest will have been intensified, 
and this may encourage further efforts to overthrow the regime. 
These results would be even more probable if Somoza had a long 
convalescence or if he did not fully recover from his wounds. Unrest 
would also increase if there were violent and indiscriminate retalia- 
tion upon opposition leaders for alleged complicity in the attempted 
assassination. However, so long ai: Somoza is capable of exercising 
command the Guardia will probably remain united in support of 
him. With this support he could maintain himself against any 
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opposition, although the task would be more difficult if he were in 
ill health. 

13. If President Somoza should die or be unable to exercise his 
office, Luis Somoza, his son and legally designated successor, would 
probably be accepted as interim president pending early elections. 
The demand for and expectation of political change in Nicaragua 
would be greatly stimulated and the struggle for the eventual 
succession would be intense. In these circumstances, the position of 
the Guardia would be crucial, and much would depend on whether 
the principal adherents of Somoza remained united. 

14. In the event of President Somoza’s death or incapacitation, 
the most effective course, from a Somozista point of view, would be 
to substitute Luis Somoza as the Liberal candidate for president and 
to elect him in the same manner as his father would have been 
elected. Present indications are that this course would be attempted. 
Luis being willing and the Somozistas being agreed among them- 
selves, it could be prevented only by the defection of a major 
portion of the Guardia, which at present appears to be unlikely. Luis 
Somoza would not be as strong a president as his father has been 
and opposition to a continuation of the Somoza regime would be 
substantial. However, given the continued united support of the 
Guardia, Luis Somoza would almost certainly be able to maintain his 
position as president. 

15. There remain, however, possibilities for a different develop- 
ment of the situation between now and election day: (a) Luis 
Somoza, who is considered to be irresolute, may be shaken by a 
rising demand for political change and shrink from the repressive 
measures required to control it; (b) the Somozistas may not unite in 
support of his candidacy; (c) a substantial element in the Guardia 
may defect in favor of another political solution. In these circum- 
stances, either Luis or the effective leaders of the Guardia might 
make a deal with the opposition leading to the on a 
president acceptable to both sides. The feasibility of this solution 
would depend on its acceptance by the leaders of the Guardia. 

16. If the political situation should become so confused that no 
agreement among contending factions seemed possible, the Guardia 
would probably feel compelled to act as arbiter and install a govern- 
ment of its own choice. 

17. “Tachito” has threatened violent reprisals on the opposition 
if his father dies, and is believed personally capable of carrying out 
this threat. If he were to do so, there would be a strong revulsion of 
feeling in Nicaragua and a Guardia junta might feel compelled to 
take over. 

18. It is unlikely that either exiled revolutionary elements (e.g., 
the group led by Colonel Gomez) or the weak Communist Party in 
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Nicaragua could succeed in gaining control of the situation, even in 
circumstances of political instability and confusion. 





106. Editorial Note 


President Anastasio Somoza died September 29 in Gorgas Hos- 
pital in the Panama Canal Zone. Colonel Luis Somoza, eldest son of 
the late President, was elected interim President by a unanimous 
vote of the Nicaraguan National Assembly on September 29. In 
letter to Wollam dated October 4, Edw. Glion Curtis, Counselor 
the Embassy, stated in part the following: “By the time the Presi- 
dent’s death occurred, considerable progress had been made in 
investigation and both President Luis and Colonel Tachito had 
clearly decided to avoid, in the interests of Nicaragua, any excesses 
or indiscriminate reprisals. 1 believe that it is most unfortunate that 
President Somoza died. At the same time, it is also my feeling that 
his survival for as long as he did, saved Nicaragua from irreparable 
damage which could also have adversely affected United States 
interests.” (Department of State, Central Files, 717.11/10-456) 





107. Letter From the Counselor of the Embassy in Nicaragua 
(Curtis) to the Officer in Charge of Nicaraguan Affairs 
(Wollam)' 


Managua, October 4, 1956. 


Dear PARK: In connection with your letter of September 27, 
1956,’ which both the Ambassador and I had read very carefully, I 





"Source: Department of State, Central Files, 717.11/10-456. Secret 

? In a letter to Ambassador Whelan, September 27, Wollam wrote that ¢’ 

of Middle American Affairs was aware of the fact that the Embassy repor 
through various channels. He stated ; ’ 


Department , 

in the Department which are not aware of this cooperation 
reporting 

Embassy itself. This occasionally leads to the unjustified feeling tha 
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Le6n to the General Hospital at Managua, using the IAGS helicopter 
for the purpose. About 6:00 a.m., Nicaragua time, ie. 8:00 a.m., 
Washington time, . . . finally got the message through. Shortly after 
that we also were able to communicate with Panama. The Ambassa- 
dor arrived back from Leén about 6:30 a.m. President Somoza 
arrived and was placed in the General Hospital about 7:30 a.m. Our 
Military Attaché, Col. Chilson, and the staff of the US Military 
Mission, under Lt. Col. De Sautels after establishing contact with 
Panama, set up a continuous communication system. 

Col. De Sautels and Col. Chilson established an office over at 
the General Hospital in a room opposite that where President 





letting other agencies do its reporting or that there is an insufficiency of data from 
the Embassy.” (bid, 717.11/9-2756) 
* Robert A. Chilson, U.S. Army Attaché in Nicaragua. 

















if any, was minor, and that the serious problem was the bullet that 
had lodged in the spinal column. This last bullet required a neuro- 


Snyder at the White House. Col. Bruce spoke to him and gave their 
findings. By this time, approximately 4:00 p.m., Saturday afternoon, 
the plane with General Heaton was in the air and it was too late to 
pick up a neurosurgeon from the States. In the meantime, Col. Bruce 
indicated that a very good Panamanian neurosurgeon, Dr. Gonzalez 
Revilla, was in Panama. We, meaning Col. Bruce, made arrangements 
through the Military Attaché communications with Panama for 
Doctor Gonzalez to be ready, either to perform an operation in 
Panama or to be transported with his equipment and assistants to 
Managua for an operation. 

During the period from this time until the arrival of General 
Heaton and his colleagues, the President was in extreme pain. 
Sufficiently, so that he had persuaded Dr. Luis Manuel Debayle that 
it was essential to start operating immediately. It was only Col. 
Bruce’s contrary opinion and the fact that General Heaton was 
enroute which prevented an operation with inadequate medical data, 
according to what Col. Bruce told me, and under adverse conditions. 

During this time, there was little opportunity to sit down and 
write any telegraphic reports. Col. Chilson had some moments of 


opportunity at the hospital. I had none. . . . Consequently, during 


this period we had their messages going out. All the Army messages 
were marked Pass State and represented our joint views... . We 


were fully coordinated here and each telegram represented our joint 
views. At that point we felt the important phase of the operation 
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was action and keeping Luis and the attending doctors informed 
rather than extensive reports, which could only have been surmises 
and guesses at that stage. 

After General Heaton arrived, confirmed the findings of Col. 
Bruce, and recommended strongly that President Somoza be trans- 
ferred to Gorgas, it was necessary to get a clearance for this purpose 
from General Snyder and to have the concurrence of competent 
authorities in Nicaragua. By about midnight, Saturday night, an 
impasse had been reached in that General Heaton was recommend- 
ing strongly the transfer of the President for medical reasons and to 
improve the chances of success of the necessary operation. Col. Luis 
Somoza, who by then had assumed de facto control of government 
operations in his capacity as President of the Congress and designate 
to the Presidency, under the constitution, if President Somoza should 
either die or be incapacitated, was reluctant to approve the transfer 
of President Somoza to Panama. This position of his was partly 
based on the views of some of his advisers. At that point, I called 
Ambassador Whelan and asked him to come down, which he did. 
The matter was finally resolved when Ambassador Whelan, General 
Heaton, and Luis Somoza went in and outlined briefly to President 
Somoza the problem. General Somoza’s reply was “What are we 
waiting for, let’s get going.” 

After the departure of President Somoza for Panama at about 
2:30 a.m., September 23, we had a breathing spell, and for the first 
time since the start were able to get some sleep. We were still 
operating on the theory that messages sent through Army, Embassy 
or... channels, were being promptly coordinated in Washington. 
Consequently, at this point we had no reason to change our method 
of operation or reporting. As you know, the Foreign Service Inspec- 
tors were here. They asked whether we wished the Inspection 
suspended in view of the situation. With the pressure somewhat 
eased and our feeling about the single channel for combined report- 
ing, we informed them that there seemed to be no reason at that 
point to discontinue the Inspection. We were possibly mistaken in 
taking that position, although Mr. Stebbins later said that he was 
glad of the opportunity to observe the Embassy operation in an 
emergency. My secretary, Miss Cecil Levy, was working full time, 
plus extensive overtime, solely for the Inspectors, with the exception 
of Friday morning. Toward the end of that week it became necessary 
to reorganize the Embassy in view of the urgent necessity of sending 
Mrs. Lawyer to the United States for medical attention. 

Another additional pertinent fact was that the Ambassador is 
Dean of the Diplomatic Corps and that Nicaraguan protocol is 
deficient in several .mportant respects. This was relatively minor 
until funeral arrangements had to be made, when it became a 
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tremendous job to convey communications received from the Minis- 
try of Foreign Affairs to each of the 22 other Missions established in 
Managua. 

In the meantime, while our considered estimate of the situation 
was that there would be continued maintenance of law and order, 
and stability, at least for a substantial initial period, nevertheless 
even Tachito Somoza was somewhat worried about the possibility of 
local rioting or disturbances which could have been dangerous to 
American citizens. Early, we were told a leaflet (of which we were 
not able to get a copy) of a communist nature was distributed in the 
market in Managua. We knew that strict orders had been issued that 
in the event of any serious disturbance there, the soldiers were to 
shoot to kill. Consequently, we felt it prudent to take certain 
preliminary emergency steps in case it should be necessary to house, 
feed, and protect American citizens from any particular area. 

. . . On September 25, Captain G.F. Richardson from General 
Harrison’s staff, Quarry Heights, arrived to blast the Military Atta- 
ché for not keeping Quarry Heights informed of developments. He 
was fully briefed by us and left satisfied that there was no failure on 
the part of our Military Attaché but rather that the Department of 
the Army had not been forwarding the messages. 

In conclusion, let me assure you that in the future the Embassy 
will submit its own reports. We are also inclined to agree with you 
that a political reporting officer, who is already scheduled for here, 
is desirable. Moreover, it seems essential that the State Department 
set up its own emergency channels of communication during the 
time in these countries when commercial channels are closed down 
and when it is difficult to wake up personnel at the receiving end 
(Panama and Washington, in this case) to accept messages.‘ 

Sincerely, 

Glion 





*In a letter to Curtis, October 11, Wollam stated the following: “You may be 
certain that it is fully realized that there are emergency situations when special 
communications have to be used, and any suggestions you have for improving the 
channels will be promptly followed up here. The Embassy's judgement on how 
something should be transmitted is the final authority, since it is usually impossible 
for us here to know exactly what the circumstances are.” (Department of State, 
Central Files, 717.11/10-456) 
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108. Memorandum From the Officer in Charge of Nicaraguan 
Affairs (Wollam) to the Director of the Office of Middle 
American Affairs (Neal)' 





Washington, October 10, 1956. 


SUBJECT 
Nicaragua: Possible Trouble Spots 


Background 

Luis Somoza has been made the constitutional president for the 
remainder of his father’s term (until May, 1957). He was nominated 
as the official candidate of the Liberal Party for the elections of next 
February. He ostensibly has the support of his brother, Anastasio, Jr. 
(Tachito), who has the backing of the armed forces. On the surface 
it would appear that there is a good chance for the orderly continua- 
tion of the Somoza regime under Luis, who has promised to work 
for “national conciliation.” There are, however, some possibilities of 
trouble which can not be overlooked, despite the apparently smooth 
transition that has taken place so far. Some of these are listed below: 


1. Opposition to Somoza Family 


Long prior to the assassination it was clear that there was 
considerable opposition to the renomination of General Somoza. This 
came not only from the Conservatives and the Independent Liberals, 
but also from elements of the Liberal Party itself. The extent of this 
opposition within the ostensible support of Somoza is an unknown 
factor. There is, however, a feeling in some circles that it is time for 
a change, and that some one outside the immediate family should be 
president. These persons feel that a “compromise” candidate will 
enable the Somoza family to retain its holdings while providing a 
transition away from the 20-year rule of the late president. These 
persons feel that if this is not done the Somozas will be turned out 
by force. The course of events has indicated that a part of their 
thinking has been ccrrect as has been demonstrated by the assassi- 
nation. 

It would seem logical that this feeling would have grown rather 
than diminished with the death of Tacho. Luis Somoza has been 
nominated for the Presidency, however, and it is doubtful that under 
the circumstances any one in Nicaragua could overtly oppose the 
nomination of Luis at this moment. Guillermo Sevilla Sacasa, Luis 





* Source: Department of State, Central Files, 717.00/10-1056. Confidential. Also 
sent to Sowash. 
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Manuel DeBayle, Luis Mena-Solorzano, and various others with 
personal ambitions might be expected to work covertly against Luis. 
2. Conservative Opposition 


The Conservatives have been divided on methods and approach 
to the problem of Somoza. The recent developments should, if 
anything, bring them closer together as there is more of a chance to 
recover power and authority. Increased resentment by the Conserva- 
tives will probably depend considerably on how the Somoza boys 
handle the opposition in their investigations. Too vigorous reprisal 
measures might serve only to consolidate the opposition. 

The radical fringe of the opposition, under Colonel Gomez 
Flores might well redouble its efforts to start trouble in Nicaragua. 
Colonel Gomez Flores has been attempting to mount a revolutionary 
attack for years. Recent developments might make this easier in 
combination with the other possibilities discussed. Failure to obtain 
a change in the government through the death of the president, 
might cause an intensification of the efforts to eliminate the young 
Somozas. 


3. Support of the Armed Forces 


At present it is usually said that Colonel Tachito Somoza has 
inherited the support of the lower-ranking Guardia officers and the 
troops. There are many older officers, at least, who are reported to 
resent Tachito, who himself estimated one year ago that 50% of the 
Guardia might be against him. It is possible that the non-flying 
Tachito is also resented by the Air Force which he assumed com- 
mand of recently “to avoid any dissension.” There have been rumors 
of a military junta prepared to take over the government. Doubts 
have been suggested concerning the loyalty of Colonel Camilo 
Gonzalez, commander of the presidential guard, Colonel Francisco 
Gaitan, Minister of War, General Régoberto Reyes and other senior 
officers. It is impossible to estimate the extent of the anti-Somoza 
feeling within the Armed Forces, but the continuing flow of rumors 
over a long period would indicate that there is some, and they 
cannot be disregarded. 


4. Somoza Family Fortunes 


There is no comprehensive information with regard to the value 
of Somoza family holdings. In one form or another the late President 
was said to have owned nearly ten per cent of the cultivated land in 
Nicaragua plus dozens of other lucrative enterprises. Guesses have 
put the family fortunes up to $50,000,000. and they could be more 
or less. Some of the land and other enterprises were allegedly 
acquired by pressure of various types. On the other hand Somoza is 
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supposed to have numerous minority partners, including some of the 
political opposition who might hope to hold what they have. 

Wealth in this proportion might well attract the attention of (1) 
Persons who might wish to nationalize all or parts of it in retaliation 
for real or fancied offenses, or (2) Opportunists seeing a chance to 
make financial killings if the Somoza boys are chased out of Nicara- 
gua. Members of the family and in-laws might disagree over division 
of the estate, which would cause political repercussion. There is no 
concrete information as to what part the Somoza wealth might play 
in any developments, but the stakes are obviously high for any 
place, much less Nicaragua. 

5. Family Feuding 

Critics of the Somoza family claim there is little possibility of 
Luis and Tachito getting along together for any length of time. A 
split between the two would fracture the government, and would 
probably result in both being ousted. Others claim that the Somoza 


financial interests force the boys to stick together to save the family 
fortunes. 


General Comment 


The nature of the late rule of General Somoza makes actual 
feelings most difficult to assess. It could be assumed, however, that 
barring a rapid change in orientation by Luis Somoza, the same 
extremists responsible for his father’s assassination will be out after 
him. 

Despite the present appearances of calm, there are potential 
trouble spots which may become more apparent when the initial 
shock of the President’s assassination wears off a bit, and when 
many persons fully realize that the old master is no longer present. 

The current situation practically forced the Liberal Party to 
nominate Luis for the presidency. This might set off the various 
anti-Somoza forces, unless Luis and Tachito both exercise a degree 
of political know-how and local statesmanship which up to now has 
not been expected of them. It is thought that use of force and severe 
reprisals will only aggravate the situation. 

The key to the situation may well be the anti-Somoza feeling 
within the Liberal Party. If there is a strong feeling of this nature, it 
might be expected that there will be a strong revival of the In- 
dependent Liberals or some other Liberal rump group. If there is any 
degree of political freedom the Independents might be expected to 
nominate their own candidate in opposition to Luis. This might take 
a different interpretation of constitutional provisions, which have 
previously required 20,000 signatures for a new party. It is also 
possible that the personal aspirations of many scrambling for the 
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power will prevent any unified action. There could also possibly be 
a Conservative-Independent alliance under these circumstances. The 
next two months should bring indications one way or the other. 


ULS. Interest 


Most groups in Nicaragua are believed friendly toward the 
United States. It is possible of course that some of the much- 
publicized friendliness was merely that of the regime rather than any 
deep-seated popular feeling. Essential opposition friendliness has 
been somewhat tempered by the belief of many that the United 
States was “supporting” the Somoza regime. The demonstrations 
with regard to the medical aid to Somoza may have increased the 
bitterness of those who were already bitter, and might be used to 
convince some of those who were more or less on the line that the 
United States is against them. Most opposition leaders of repute are 
said to understand our position, but this may not apply to the 
masses. 

This would, therefore, seem to be a crucial period in our 
relations with Nicaragua. If the U.S. gives the appearance of sup- 
porting Luis Somoza, it will be taken as a sign that we are continu- 
ing to deny opposition aspirations. This could well cause a 
deterioration in the feeling toward us in many groups both in 
Nicaragua and elsewhere. It would be a convenient basis for commu- 
nist propaganda. 

On the other hand, if we do not give the appearance of whole- 
hearted support to Luis we might lose in some circles. More impor- 
tant is the fact that any appearance that we are lukewarm or 
indifferent may well encourage opposition elements. Especially in 
view of revived canal interest, we must endeavor to keep on friendly 
terms with all concerned. 

It is not believed that there is any major communist problem in 
Nicaragua at the present time. Communists are, however, most adept 
at taking advantage of difficulties of any type. The possible excep- 
tion is the “Leftwing-Conservative” radical groups of Colonel 
Manuel Gomez Flores, which may include communists and about 
which there is considerable suspicion. This is only a small fringe, 
however. 

With either the optimistic view that Luis Somoza will be able to 
consolidate his position, or the pessimistic one that he is in for 
trouble from one or more of the sensitive spots mentioned, there are, 
I believe, three general policies which can be followed: 


1. Careful non-intervention with a sufficient, carefully-con- 
ceived build-up to get this across prior to elections. Luis Somoza 
might follow his announced policy of conciliation successfully or 
retain sufficient force to keep going indefinitely; there could a 























For these reasons it is believed that a careful policy of non- 
intervention would be preferable in the long run. Within the policy 
of non-intervention it might be desirable to have a slight and 
gradual increase in emphasis to be accomplished slowly as a normal 
pre-election operation. There cannot be any abruptness in this 
process, but there should be a carefully-conceived re-emphasis of 
the fact that the United States has nothing to do or say with regard 
to the choice of candidates or election of officials. 

In any case, it is thought that we should examine the whole 
problem of present and future relations with Nicaragua.’ 





*In a memorandum to Wollam, October 16, Rubottom wrote: “I believe that we 
should adopt the first of the alternatives you discuss, namely ‘careful non-interven- 
tion.” 
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109. Despatch From the Ambassador in Nicaragua (Whelan) to 
the Department of State’ 








No. 218 Managua, October 29, 1956. 
SUBJECT 


Evaluation of Administration of President Luis Somoza, After 

Approximately One Month 
¢ P 

After a little more than one month under President Luis Somoza 
it is appropriate to make a preliminary evaluation of the country, the 
government, and his regime. He has clearly maintained order and 
stability and with the release of considerable numbers of prisoners a 
start toward =ermality has been made. One officer believes that 
there is outwiid stability but that from the reports on hand there 
are opposition forces at work which could upset this condition, 
although it appears that these forces are not well united and 
therefore appear likely to be ineffective. So far as we are aware, 
there is no instance of reprisals, excesses on the part of the Guardia 
or other officials, or major irresponsible action. While there is still a 
certain apprehension in the general public, this seems to be more 
directed against the possible minor local abuses of power by Guardia 
personnel in the various City Districts than anything else. Rumors 
are still rife, due to lack of authoritative statements about possible 
implications of high officials, but the earlier rumors of impending 
revolution, particularly from outside sources have decreased. The 
investigation of the crime seems to be proceeding in an orderly 
manner; the National Liberal Party has nominated President Luis as 
its candidate for the elections on February 3, 1957; and President 
Luis and his advisors have developed and maintained, during the 
past two weeks, correct and friendly relations with all neighboring 
countries. 


Order and Stability 


Despite some earlier prognostications that the violent death of 
President Somoza would be followed by chaos in Nicaragua, this has 
not developed at all. All during the period under review public order 
has been well maintained and there has been no known serious 
threat to the stability of the government. Local commandants in the 
outlying districts of the National Guard have followed instructions 
remarkably well. So far we have no reports that any of these 
commandants have indulged in any major irresponsible action within 





"Source: Department of State, Central Piles, 717.00/10-2956. Confidential. 

















and 
verification of non-involvement, have that they were not 
even 


mistreated, and in one case that they were 
courtesy. However, some abuses have been reported. 


Investigation of Crime 
After the preliminary investigation by Col. Anastasio Somoza, 


Jr., Director General of the National Guard, a Military Investigation 
Court was formed and given responsibility to continue the investiga- 


difficulty has been encountered due to inability to get full support 
from the Salvadoran authorities for a thorough inquiry into the 
background in that country of the persons associated with the crime. 
However, the recent questioning of Cornelio Silva Arguello, an 
implicated member of the Caribbean Legion, has according to the 
newspaper, produced evidence of significance. 
Restoration of Normalit 

By the end of the period under review, the ordinary police were 
manning the checkpoints on the highways and following the normal 
peace-time routine. The National Guard officers had been removed 
and no further inspection of trunks of cars was conducted. Interna- 
tional travel by highway into and out of Nicaragua is still restricted. 
Travel by air has almost resumed normal operations. Technically, the 
state of seige still continues. This is primarily a legal necessity to 
serve as the basis of the Military Courts. It also is a somewhat 
disturbing element, particularly to the lower classes in that the 
National Guard has considerable independent authority. Business, 
particularly retail trade, is off, but this may be partly due to seasonal 
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factors. Entertainment on a modest scale has recommenced. The 


night clubs are operating again and the people moving about the 
streets during the day and night seem to be almost normal. 


Threats from Outside 


During the early portion of the month, the government newspa- 
pers, as well as the rumor-mongers, gave considerable attention to 
various alleged threats being developed from outside the country. 
These rumors have subsided considerably and are now at about their 
normal level. Such rumors in this area of the world are always 


current. 
Foreign Relations 

In general, relations with other countries, at least insofar as 
reflected in developments in Nicaragua are concerned, are friendly 
and correct. There has been appreciable improvement in the relations 
between the government of Nicaragua and the government of Costa 
Rica although some deterioration may now set in with the newly 
publicized tie-in between President Figueres and the assassination 
through Cornelio Silva Arguello. While there was a certain strain 
between Nicaragua and Salvador early during the period, this seems 
to have eased somewhat. No problems exist with Honduras and 
Guatemala. 


Nomination 

President Luis Somoza has been nominated by the National 
Liberal Party as its candidate for the next six-year term. He says he 
took this action despite the opposition of his mother and wife and 
his own reluctance. His stated reasons for doing so were two-fold: 1) 
that it was essential in order to preserve the unity of the National 
Liberal Party and 2) it was almost essential in order to forestall 
difficulties with the National Guard, which he claims is almost 100 
percent liberal. 

P —_ 

1) Everything points to an early return to normality and contin- 
ued stability of the government (one officer, as indicated earlier, 
does not agree with this estimate as a certainty); 

2) It seems assured that President Luis will be reelected on 
February 3, 1957 (one officer believes that some of the threatened 
activity may materialize but on the basis of present information, 
believes this is unlikely); 

3) The problems which the government of Luis Somoza will 
have have not yet become apparent. He is inclined toward social 
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legislation and may try to move too quickly in governmental action 
for the country; 

4) It is quite likely that President Luis Somoza will at some time 
come out clearly stating that he will accept the Presidency only for 
one term; 

5) It is not unlikely that Col. Anastasio Somoza will leave the 
government to return to manage Mamenic Line out of New York, 
after the inauguration, if not earlier; 

6) There is a good chance that if the country seems to be 
developing normally and no serious threats of instability exist, Luis 
Somoza may not finish out his presidential term by voluntary action 
on his part; 

7) There continues to be very deep resentment of any member 
of the Somoza family as the head of the government among certain 
peoples. This clearly raises the possibility of another assassination 
attempt; 

8) If Luis Somoza should be assassinated or incapacitated, there 
does not, at the moment, appear to be anyone strong enough to 
control the country alone. As in other moments of crisis, the country 
would probably follow strict constitutional provisions and the desig- 
nate of Congress would assume the presidency. (However, the 
Military Attaché believes that in such a case the National Guard 
would seize control.) The Guardia probably would support such a 
person initially if he is a National Liberal and has not been individu- 
ally antagonistic to it; 

9) The view of President Luis and Col. Tacho Somoza is that in 
the event of the successful assassination of both of them, a Military 
Junta would take charge and that serious disturbances would follow; 

10) At the present moment it is not clear who might emerge on 
top of such a situation and it is difficult to develop any detailed 
agreement among qualified observers on what might develop after 


the initial period. — 
Edw. Glion Curtis? 


Counselor of Embassy 








? Printed from a copy which bears this typed signature. 
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110. Letter From the Director of the Office of Middle 
American Affairs (Neal) to the Ambassador in Nicaragua 
(Whelan)' 





Washington, October 30, 1956. 
Dear TOM: The Department has received a note dated October 


Present United States military policy toward Latin America as 
set forth in NSC Paper No. 5613/1’ provides that while we propose 


ments in line with their minimum needs. It seems to me that this is 
a case where such persuasion would be appropriate. 

I should very much appreciate your views as to the needs of the 
Nicaraguans for additional arms and ammunition at this time. | 


should appreciate as well your thinking as to whether we might not, 


"Source: Department of State, Central Piles, 717.56/10-1756. Secret; Offi- 
cial-Informal 

? Net printed 

* See vol. vi, Document 16 
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5 
yi 


with our present military policy toward Latin America, 
to persuade the Nicaraguan Government to withdraw or 
reduce their request and concurrently to set about organizing 


x 
it 
: 


Jack D. Neal‘ 





* Printed from a copy which bears this typed signature. 





111. Memorandum From the Director of the Office of Middle 
American Affairs (Neal) to the Acting Assistant Secretary 
of State for Inter-American Affairs (Rubottom)' 


Washington, January 22, 1957. 


of trouble to be sparked either by the announcement of the sen- 
tences on the 21 civilian defendants some time next week, or during 
election day.” 

“Despite the doubts about the current lack of rumors and 
apparent calm, there are indications that this may be a real though 
heretofore unusual lack of concern.” 

President Luis has through the press invited foreign newsmen to 
observe the elections and has assured their complete freedom of 
movement. 





' Source: Department of State, Central Piles, 717.00/1-2257. Confidential 
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MID Comment 


Without any real facts to go on, MID is also somewhat con- 
cerned with the Nicaraguan situation and the seeming disappearance 
of the opposition. 

Our Embassy is ordinarily very optimistic about the acceptance 
of Luis Somoza in all sectors. He appears to have a progressive and 
conciliatory program. In view of recent history, however, MID finds 
it hard to believe that during the short period since the assassination 
the opposition to the Somozas has been reduced to a negligible 
number of extremists without real capabilities. On the same intangi- 
ble basis it is difficult to believe that everyone in Nicaragua happily 
accepts the complicity of the 21 defendants in the current trial, or 
the treatment of several prominent Guardia officers on the grounds 
of negligence or complicity. 

While the February 3 election is supposed to be free there is 
some evidence that the opposition party is a dummy group set up 
with the connivance of the government, so that choice is effectively 
limited. The hard-shell opposition, if any does remain, must be 
aware of this. 

In short, MID remains to be convinced that the apparent nation- 
al conciliation is indeed a fact, and that there are not still potential 
sources of serious trouble to the Somoza administration. Despite this 


uneasiness it must be admitted that the government does appear by 
all visible evidence, to have the situation firmly under control. 





112. Editorial Note 


Presidential elections held on February 3, 1957, resulted in the 
election of Luis A. Somoza as “resident of Nicaragua. Somoza 
defeated Edmundo Amador, the nominee of the Nicaraguan Conser- 
vative Party. Documentation on this subject is in Department of 
State, Central Files 717.00 and 717.11. 
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113. Memorandum From Richard B. Moon of the Office of 
Middle American Affairs to the Director of the Office 
(Wieland)' 


Washington, July 9, 1957. 
SUBJECT 
Recent Arms Purchases By Nicaragua 


Delivery has been made of the following military items pur- 
chased from Israel by Nicaragua. 


68 “Staghound” armored cars. The “Staghound” is a four- 
~ ag armored vehicle mounting a 37-mm. cannon and 3 machine 
, carrying 5 men, capable of a s of 60 mph and of going 
vhere a jeep can 5° and u for police action and street 
anywhe as well as field work. The vehicles were originally built in 
Detroit for the British. 
20 radio-communications master station units, each with a great 
many associated field receiving and sending sets. 
4 anti-aircraft cannon, probably Bofors models. 
An unknown number of mortars, probably 120-mm. 
A considerable supply of ammunition for all the foregoing 
weapons. 
The value of the above purchase is estimated (by the New York 
Times, July 8, 1957) in the neighborhood of $700,000. 


According to Irving Davidson, purchasing agent for the Nicara- 
guan Government, the Nicaraguans desire to maintain only about 25 
of the armored vehicles. A certain number, according to Davidson, 
are to be cannibalized for parts and the remainder to be re-sold to 
other countries. It was thought earlier by the Nicaraguans that they 
would be able to sell 28 of the 68 “Staghounds” to Cuba, however, 
recent indications are that Cuba is not interested in buying at this 
time. Nor, to our knowledge, do the Nicaraguans have any other 
prospective “Staghound” buyers lined up. In the past, Nicaragua has 
helped to finance arms purchases by the same methods they appar- 
ently hoped to employ with the above mentioned “Staghounds”, 
that is, by buying fairly large quantities of equipment and then re- 
selling a part of them to other Latin American countries. Acting 
thus, as the middleman, they have been able to make up much of 
the cost of those arms which they desired to keep. 

The United States is the chief supplier of arms to Nicaragua. 
That country has consulted with us often concerning its requests for 
small arms and other equipment. Most of Nicaragua’s attempts to 
purchase arms from the United States have met with approval, 





"Source: Department of State, Central Files, 717.56/7-957. Confidential. 
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however, upon occasion, we have attempted to discourage them. Last 
year, for example, the United States effectively discouraged a similar 
attempt by Nicaragua to buy surplus tanks and armored equipment 
in the U.S. and Canada. At that time the Nicaraguans were investi- 
gating the possibilities of buying fairly large quantities of such 
equipment with the hope of re-selling a portion of it in Latin 
America. We informed them informally, however, that the Depart- 
ment was opposed to this plan, and they dropped the project. 
Recently Nicaragua has been attempting to purchase some sort of 
naval coastal patrol vessels. They had in mind obtaining a pair of 
Corvettes from Israel, however, the United States, which felt this 
type of vessel was too large and too expensive for Nicaragua’s needs, 
dissuaded them from buying the Corvettes. Now Nicaragua is seek- 
ing a smaller type patrol boat. The present purchase of equipment 
from the Israeli Government, however, was made without prior 
consultation with the United States. Although we were aware that 
the Nicaraguans were “shopping” for arms in Israel and that they 
had expressed some interest in the “Staghound” type vehicle, we did 
not know that they contemplated buying in such large amounts, and 
we were not informed of the purchase until after it had been made. 
There is no doubt that the quantity and type of equipment 
which Nicaragua has now acquired will create a great deal of 
apprehension among her Central American neighbors, particularly 
Honduras and Costa Rica. It is probable that attempts will be made 
by Nicaragua’s neighbors to restore the military balance as soon as 
possible. The purchase in question might also cause a deterioration 
in the currently improving relations between Nicaragua and her 
neighbors. 
The United States Position: 


1. On the purchase of the equipment. It must be made clear to the 
other Central American states that the United States was not associ- 
ated in any way with this Nicaraguan action. We were not consulted 
concerning the purchase, nor was our approval sought. We should 
make it clear to the Nicaraguans that we consider the quantity of 
equipment acquired to be in excess of Nicaragua’s normal defense 
needs or her hemispheric defense commitments. Further, we should 
remind the Nicaraguans that the United States would greatly regret 
any deterioration of the relations between Nicaragua and her neigh- 
bors as a result of this arms purchase. In addition, we should call to 
the attention of Nicaragua the fact that equipment purchased from 
European sources often proves unsatisfactory in the long run because 
of the difficulties in maintaining them and obtaining spare parts. 

2. On the possible re-sale of the equipment. We should remind the 
Nicaraguans that the Department views with disfavor any Nicara- 
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guan effort to act as middleman in the selling of arms in Central 
America or any attempt to arm groups with hostile intentions. 

3. On the possible attempt of other Central American states to restore the 
military balance by buying arms from the Linited States or from other sources. The 
United States would view with disfavor any attempt at an arms race 
in Central America. Although the United States has, in the past, 
assisted the countries of Central America to meet their economic and 
military needs, should these countries begin to expend their scarce 
wealth in a general arms build-up, it might become necessary for the 
United States to take a long and critical look at its economic and 
military policies toward Central America.’ 





*In circular airgram 564 to Managua, July 18, the Department informed the 


defense needs or its hemispheric defense commitments.” (/hid, 717.56/7-1857) 





114. Letter From the Ambassador in Nicaragua (Whelan) to 
the Assistant Secretary of State for Inter-American Affairs 
(Rubottom)' 


Managua, September 9, 1957. 


Dear Dick: During a conversation with President Luis a few 
days ago he told me that he had telephoned Ambassador Sevilla 
Sacasa in Washington and asked him to approach the Treasury 
Department for a stabilization loan in conjunction with the Interna- 
tional Monetary Fund similar to the agreements made with Mexico 
and Peru. 

In a subsequent conversation with Jorge Montealegre, I learned 
more details. Jorge says Nicaragua will ask for standby authority to 
draw its entire International Monetary Fund quota ($7.5 million), if 
necessary, and in addition will seek a stabilization loan from the 
United States Treasury of perhaps about $5 million, plus something 
like $3 million from private banks. The IMF drawing authority and 
the Treasury and private bank loans would all be parts of a single 





* Source: Department of State, Rubottom Files: Lot 57 D 573, Nicaragua Finance 
Loans. Confidential; Official-Informal 
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package. Nicaragua would not anticipate using by any means all of 
these funds, but would want them visibly available to maintain 
public confidence in the cérdoba. 

Luis said that he thought Nicaragua would need about US $7.5 
million to offset that much anticipated decline in domestic activity 
during the remainder of the present fiscal year, especially if the 
drought continues and hurts the export sales of cotton and coffee. 
US $7.5 million is equivalent to slightly more than the 50 million 
cérdobas of crop loans which Luis said are overdue at the banks and 
which will have to be extended, drought or no drought. 

Many of these loans were extended in the past because of two 
bad crop years, added Luis, and these extensions caused a straining 
of Government finances. He suggested that if the Government had a 
backlog of US $7.5 million it could plan on four to five years to 
collect the back loans and not continue the severe strain on the rest 
of the country’s economy. 

Although Luis did not state how he thought Nicaragua could 
earn additional money to pay back such amounts as are drawn, he 
undoubtedly expects it to come in part from a coffee development 
program he is planning to start. The purpose of the program is to 
increase coffee production from an average of one-half pound to one 
pound per tree per year by the 1960/61 crop and to earn about US 
$30 million more annually from coffee export sales. This coffee 
program may not work so completely as Luis expects, but if it is 
pursued vigorously it should have at least sufficient success to help 
assure repayment of the drawings. 

Montealegre tells me that in addition to expecting good results 
from the coffee development program, the Nicaraguan Government 
hopes by good fiscal management to exercise other pressures toward 
bringing exports back into a favorable balance and building up dollar 
reserves for repayment of the drawings. 

Since assuming the Presidency, Luis has shown sound ideas in 
managing Nicaraguan affairs and | feel sure he will do his utmost to 
see that the drawings are paid back by their due dates. I told him | 
would write you to ask that our Government give the most sympa- 
thetic consideration to his request. I am emphatically of the opinion 
that it is time we gave Nicaragua some new assistance, and this 
seems to be a sound and constructive opportunity. This country has 
been our staunchest friend in Latin America, and both Luis and his 
father have done a good job of keeping it economically sound and 
politically stable. As “reward” from us they have had next to no 
financial assistance beyond the old Rama Road commitment and 
standard loans, along with other countries, for building the Inter- 
American Highway. They have seen other Latin American countries, 
less friendly to us and less successful in staying out of economic and 
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political crises, receive grant aid, Smathers loans,? and P.L. 480 
assistance, in addition to Export-Import Bank loans. Now, when 
they come to us with what looks like a business-like proposal for a 











115. Despatch From the Ambassador in Nicaragua (Whelan) to 
the Department of State’ 


No. 183 Managua, September 30, 1957. 
SUBJECT 
Review of First Year of Luis Somoza’s Presidency 


Luis Somoza is just completing his first year in office as Acting 
President and President of Nicaragua. To date, with few exceptions, 
he has done a very good job both as an administrator and as a 
politician. He takes his presidential duties seriously, listens to advice 
and does not make the same mistake twice. He is decentralizing the 
Government and giving his Cabinet Ministers and department heads 
increased authority and backing up their decisions. He has eliminat- 
ed some of the rackets and is removing dead wood from Govern- 
ment payrolls. About one thousand employees have been dropped 
by the railroad alone. By eliminating the political hacks he plans on 
saving about three million dollars a year, which, in case of poor 
crops, he will use for public works to lessen unemployment. He is 
quietly bringing into the Government some of the opposition. 

His fiscal policy appears drastic to both Government and oppo- 
sition. He is determined to keep from devaluating the currency. He 





*Source: Department of State, Central Files, 717.00/9-3057. Confidential. 
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is making the bank collect its loans and using the collections to give 
loans to small farmers. 

President Luis has proceeded a little too fast with some of his 
reforms. He has dropped several members of the Sacasa bloc which 
is probably the second strongest in the Liberal party. His cabinet for 
the most part are very good men, but, with the exception of a 
couple, are not politically minded. Some of the appointees are not 
consecrated Liberals and as a result there is a little dissatisfaction 
within the Liberal party. In short, he has been cleaning house a little 
too rapidly which is always politically wise, and as a result he 
will probably »low up the process temporarily. The fact that he is 


ment has brought several of those in the opposition quietly into his 





camp. 
General Tachito (who is now being called Tacho) Somoza, has 


much as his brother Luis, but there is a growing favorable sentiment 
in his behalf, especially among those who are dealing with him. 
American businessmen in particular are very favorably impressed 
with Tacho. Our Military Attaché, who is the Embassy's contact 
with the General, has written his impressions, which are attached,’ 


vidual family property. There is the customary family disagreement 
over the estate, Luis using the profits to pay off the bank loans, 


with Lillian Somoza (Ambassador Guillermo Sevilla Sacasa’s wife) 
and her mother not liking the idea. José, the recognized half-brother, 
is fully accepted. He is a good, tough boy, is a Major in the Guardia, 
and is very well-liked by both enlisted men and officers. 

The Liberal party is controlled by Luis. They will not have a 
party convention for quite some time, but the Young Liberals will 
have their convention in November. The party organization is work- 
ing all the time, and as of now there are no serious cracks in the 
machinery. The party treasury has more than five million cérdobas 
and paid working personnel as well as political appointees. 

During the months of December and January, reliable Conserva- 
tives (average age: 50 years), with the help of some oldsters, will 
attempt to reorganize the Conservative party with the hope that the 





* Not attached and not found in Department of Stste files. 
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reorganization will, to a great extent, eliminate the Chamorro” influ- 
ence and that of Conrado Vado, a member of Congress who is 
probably the smartest leader of the Legal Conservative party. As of 
now, there are several splinter groups within the party, with the 
Legal Conservatives headed by Eddie Amador (Conservative candi- 


genius behind the old traditional party. He and Tefel, a 
tough boy who is in the Directiva of the Young Conservatives, 
one final revolution before General Chamorro 
think the Chamorro name is magic. It is not. They 
General's associates are all old or dead. The younger 
Conservative opposition have had no military training and with very 
few exceptions would not mix in anything dangerous. That was 
proven in the 1954 attempted revolution. The old General is passing 
the torch to his nephew Humberto Chamorro of Granada, who 
accepts it willingly. Humberto cannot command the loyalty his uncle 
did 25 years ago, and as a result he will not be effective. 
The Independent Liberal party has pretty much ceased to func- 


‘The only cloud on the horizon is the possibility of assassination. 


three of their number from whom the President secretly selects one 
for Acting President. The three to be named, as of today, will be 
Luis Manuel Debayle, Dr. Leonardo Somarriba, and Oscar Sevilla 
Sacasa, with Luis Manuel Debayle getting the nod. 

The President and his Government continue to be friendly to 
the United States. The Foreign Minister and the Minister of Agricul- 
ture are quite nationalistic. They, along with several others, think a 
little bit of Communism would be a good thing because it would 
make the United States a little more liberal, but as long as Luis is 
President we will not have any trouble on that score. 

The Government under President Luis will honestly attempt to 
stay away from any entangling alliances with neighboring countries. 
The only thing that he wants is to be left alone to work out 





* Reference is to Emiliano Chamorro, President of Nicaragua, 1917-1921, and also 
in 1926 
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Nicaragua’s economic problems. We know that he will use every 
honorable method to keep away from trouble. 
We are enclosing brief appraisals of Cabinet Members by the 
Embassy officers who have been in contact with them.‘ 
T.E. Whelan 








* Not enclosed and not found in Department of State files. 
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related to Remon’s private life, or to a behind-the-scenes struggle for 
the control of lucrative business operations. In any case, the assassi- 
nation will almost certainly have troublesome domestic and regional 
repercussions. 

5. The Panamanian authorities have apparently acted on the 
suspicion that Remon’s assassination may have been instigated by 
Arnulfo Arias, whom Remon deposed from the presidency of Pana- 
ma in 1951, and the fear that, in any case, Arias might become a 
rallying point for revolutionary action. They have arrested Arias; 
most of the others arrested to date have had some connection with 
him. Arias is a mercurial character who has been implicated in 


entirely presumptive and preventive. 

6. The assassination will adversely affect political stability in 
Panama. Remon was the country’s dominant political figure. Al- 
though he achieved power through control of the National Police 
(now called the National Guard), he later, as constitutionally elected 


President, succeeded in building up a large popular following. 





* José Ramon Guizado, the First Vice-President and Foreign Minister of Panama, 
succeeded Remén as President on January 2 
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taken against them during the Remon administration. 


10. The assassination of Remon, following the attempt (in April 





texts of the proposed new treaty and the accompanying 


and Panama began negotiations in September 1953 to revise 
of 1903 (33 Stat. 2234). On December 17, 1954, President 
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action designed to tighten their personal control over their respective 
countries and to adopt even more repressive measures against oppo- 
sition elements than those currently in effect. 

11. The assassination of Remon will heighten existing interna- 
tional tensions in the Caribbean area. It coincides with an increasing 
volume of reports of an impending revolutionary attempt against the 
Figueres regime in Costa Rica, with Venezuelan and Nicat.,uan 
support. Remon was generally identified with the authori*»:ian 
alignment (Venezuela, Nicaragua, Guatemala, Cuba, and the Domini- 
can Republic), particularly with Venezuela. Somoza and Pérez 
Jiménez will make every effort to link the murder of Remon with 
the attempt to assassinate Somoza and to attribute it to an “interna- 

leftist conspiracy” involving President Figueres of Costa Rica 





not been established), this, in conjunction with the attempt to 
assassinate Somoza, might indicate that opposition elements in the 
Caribbean have adopted terrorism as a method of political action. 
Should such a pattern be established, the Caribbean governments 
would respond with commensurate violence and a marked deteriora- 
tion in Caribbean political practices would have set in. 

15. The events in Panama are likely to complicate the already 
difficult position of José Figueres in Costa Rica. He has formally 
demanded action by the Organization of American States to restrain 
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117. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Secretary of State’ 








Washington, January 17, 1955. 


normally. Dr. Fabrega, who was chief spokesman of Panama’s Spe- 
cial Negotiating Mission here last year, has been named Foreign 





‘Source: Department of State, Central Files, 719.00/1-1755. Confidential. Drafted 
by Sowash 
*Ruben Mird 
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Minister and we are proceeding with the engrossing of the treaty. 
Barring adverse developments, it is hoped that the treaty can be 
signed before the end of the month.’ 





* A handwritten note on the source text reads as follows: “Neither Sec nor Under 
Sec had time to see.” 





118. Letter From the Ambassador in Panama (Chapin) to the 
Assistant Secretary of State for Inter-American Affairs 
(Holland)' 


Panama City, January 19, 1955. 


DEAR HENRY: It has occurred to me that it might be useful to 
you to have a brief summary of the recent political events in 
Panama and I therefore enclose a memo prepared by Roy Davis.’ 

Remén’s death left a serious power vacuum in Panama. Guizado 
filled the job by virtue of being next in line, but with no real 
political strength of his own to sustain him. 

In the first days following the assassination the principal dy- 
namic forces in Panama were either directed elsewhere or temporari- 
ly impotent. The National Guard devoted itself to taking precautions 
against an expected coup d’etat or public disturbances, neither of 
which materialized, and to a confused search for Rem6n’s assassins. 
Although the National Guard has generally been considered compe- 
tent as a body to maintain law and order in Panama, it was baffled 
by such a unique problem as the assassination of a President. Many 
clues were overlooked for days or even destroyed through careless- 
ness. 

It appears that Guizado’s crucial error was his determination to 
run the government on his own terms, evidenced by his refusal to 
take Alejandro “Toto” Remén’ into his cabinet and also by report- 
edly contemplating certain changes in the governmental makeup, 
particularly those related to financial institutions which were in 
control of Remén’s friends. Guizadc did not have the requisite 
political backing either by the National Guard, Mrs. Remon or a 





* Source: Department of State, ARA Files: Lot 60 D 667, Panama 1955—Political 
Local. Secret; Official—Informal. 

* Not printed. 

* Brother of the late President, José Antonio Remén. 
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strong personal following. At the same time there existed an unfa- 
vorable public attitude towards him ranging from apathy to outright 
distrust of his abilities and integrity. The result was that the first 
breath of scandal, even though it consisted and still consists only of 
the unconfirmed allegations contained in the conflicting statements 
of a self-confessed assassin, was sufficient to topple Guizado from 
power. It is to be noted that Guizado was apparently kept in 
ignorance by his own police force of the contents of this confession 
until after he had actually been placed under house arrest. 

Ricardo Arias, who up until now has been more or less regarded 
as “Pancho Arias’ boy Dicky” who someday might grow up to fulfill 
his dead father’s life-long ambition, is now unexpectedly President. 
He is demonstrating considerable poise and maturity. In general 
people are taking a second look and realizing that he has grown up. 
He is popular, for the present enjoys the support of the National 
Guard, and has been publicly endorsed by Sra. Rem6n as a trustwor- 
thy heir of her husband’s aims and ideals. His social position and 
family connections tie him closely with the traditional ruling classes 
of Panama and he is apparently willing to play along with existing 
political forces. He also seems to be personally honest and sincere. In 
a conversation which I had with him Sunday during the finals of the 
Panama Open Golf Tournament, Arias told me of his complete 
bewilderment at the sudden change of events and his incapacity to 
believe that Guizado was involved to the extent claimed by the self- 
confessed assassin Miro. 

The main stabilizing factors here now appear to be: (1) The 
chief political figures in Panama who, incidentally, are some of the 
wealthiest citizens and which include many of the people who were 
not in the Remén Government and who might even be said to be in 
opposition, do not desire any serious political disturbances which 
might endanger life and property. (2) The apparent loyalty of the 
National Guard to the memory of Remén as embodied in his widow 
and his brother and their support of Sra. Rem6én’s desire to continue 
her social and welfare work. (3) The prospect of the forthcoming 
signature of the highly desirable new treaty with the United States 
which no one wishes to jeopardize. Consideration of this factor has 
constantly colored the decisions of the men in power as well as 
influenced the various sectors of public opinion. All have repeatedly 
stressed the necessity of following orderly constitutional procedures 
in order not to prejudice the position of Panama vis-a-vis the United 
States. 

It is obvious that if the present Government is to survive it 
must obtain a conviction of someone for the assassination of Remon. 
It is here that I sense danger. The evidence against Guizado is indeed 
tenuous. As stated before, it is based entirely on the statement of a 
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self-confessed assassin who although reportedly a clever lawyer has 
recently been undergoing treatment by a local psychiatrist. Mr. 
Chatham, the American polygraph expert, feels that his lie detector 
test of Miré was worthless since Miré had been kept up all night 
and at the time of the test was surrounded by policemen with 
tommy guns. Chatham told me in confidence that the test run 
yesterday on Guizado’s partner, St. Malo, and Guizado’s son left no 
doubt that the two men were telling a straight story and were 
completely guiltless. Whether Chatham will be allowed to make 
another run on Miré or whether he will be allowed to examine 
Guizado Sr. remains to be seen. Chatham feels that U.S. standards of 
justice would require that Mir6é be examined by a panel of psychia- 
trists. 

It is difficult to make any prediction. Unless new evidence is 
adduced it would seem impossible to convict Guizado of implication 
in Remon’s death. It could even be that Miré might disavow his 
confession as obtained under duress. It is clear, however, that even 
though there is some slight sympathy beginning to build up for 
Guizado, he is dead politically and could not, if acquitted, reassume 
the Presidency with any hope of continuing in office for more than 
a few days. On the other hand, such an acquittal might discredit the 
men presently in power and the police force and make them even 
[appear] ridiculous in the eyes of the people. This would certainly 
appear to lead to a considerable period of political uncertainty and 
instability in Panama. Possibly something similar to a Scotch verdict 
of “not proved” will be reached by the Assembly; Guizado allowed 
to reassume the Presidency for a nominal period to clear the record 
and vindicate his honor and then resign; Dicky Arias or less likely 
some other person would then finish out Remon’s term with the 
support of the Guard and Mrs. Remon. 

I believe in the circumstances our own attitude must be one of 
“hands off” while going ahead with the treaty. We have properly 
continued our relationships with the present Panamanian Govern. 
ment since constitutional processes have been adhered to and since 
the Government enjoys the support of the people. Since, happily, 
with the departure of Mr. Lipstein no American interests appear to 
be involved in the judicial processes now going on, | do not feel that 
we could properly interfere in the trials or even offer any advice to 
the Panamanian Government as to how they should proceed. | state 
this even though it may be possible that we will witnes: a miscar- 
riage of justice. It is to be hoped that the good sense of the 
Panamanian people and of Dicky Arias will rise to meet the situa- 
tion. In the circumstances, however, | am sure you will understand 
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that I am unfortunately not yet in a position to advise either for or 
against the Vice President's proposed visit to Panama.‘ 

Sincerely, 





Selden Chapin* 





*See vol. vi, Document 195. 

On January 28, Holland replied to Chapin’s letter in part as follows: 

“I am completely in agreement with your recommendation of a ‘hands off’ policy. 
You mentioned the forthcoming signing of the treaty as being a stabilizing influence. | 
hope that now that the signing is accomplished, its stabilizing effect will not dissipate 
and that there will not be 2 scramble for power without regard to the constitutionali- 
ty of method. It will behoove us all to consider in what ways we can help to maintain 
the momentum toward political and economic stability which Remon had generated. 
What you say about President Arias is encouraging in this respect. Let us continue for 
the present to watch carefully and to hold our peace.” (Department of State, ARA 
Files: Lot 60 D 667, Panama 1955—Political Local) 

* Printed from a copy which bears this typed signature. 





119. Editorial Note 


On January 25, representatives of the United States and the 
Republic of Panama signed a Treaty of Mutual Understanding and 
Cooperation and Memorandum of Understandings reached concern- 
ing relations between the two countries arising from the construc- 
tion, operation, maintenance, and protection of the Panama Canal by 
the United States in accordance with existing treaties. The agree- 
ments, which were signed in Panama City by Ambassador Chapin 
and Panamanian Foreign Minister Octavio Fabrega, resulted from 
negotiations between the United States and Panama which began in 
September 1953. For texts of both the treaty and the accompanying 
memorandum, see Department of State Bulletin, February 7, 1955, 
pages 238-243, or 6 UST (pt. 2) 2273. 
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120. Telegram From the Ambassador in Panama (Chapin) to 
the Department of State’ 


Panama City, March 17, 1955—6 p.m. 


364. During past week rumors have been circulating with in- 
creasing intensity that real motive behind Remon’s assassination was 
his sudden interference with drug traffic and names of certain high 
Panamanian officials are being whispered widely. Last night’s Nacion 
after featuring headlines stories re Panama's reputed position as 
center western drug traffic quotes associate attorney for prosecution, 
Doctor Jose Lassc de la Vega as stating “Guizado and Miro were 
used by those wito really planned the crime in order remove the 
obstacle to the realization of their nefarious business.” 

As date of Guizado trial March 21 approaches it becomes more 
evident that forces in government and in control of National Assem- 
bly are making every effort to make trial cut and dried and are 
determined by hook or crook to find Guizado guilty. This belief 
strengthened by today’s press reports of President Arias’ insistence 
in speech last night that those guilty of conspiracy against Remon be 
punished severely and announcement that Assembly trial would run 
continuously with only minor recesses. See Memminger’s letter 
March 16 to Sowash.’ 

Defense, already handicapped by inability to subpoena and 
examine witnesses and by an apparently conscious withholding of 
certain existing evidence available but damaging to prosecution will 
be hamstrung by fact only written testimony will be admitted in 
trial and witnesses not permitted appear in person. This procedure 
for example would seem to throw out Miro’s later retractions and 
repudiations of earlier confessions involving Guizado. Accorsing to 
certain Panamanian legal opinion, believed reasonably unbiased, 
above “procedure” not illegal although certainly unique. 

In conversations with prominent Panamanians and local busi- 
nessmen and with diplomatic colleagues, | find cynical and apathetic 
acceptance of belief that real authors of crime will not be brought to 
book and that Guizado and Miro will be made scapegoats since the 
alternative, acquittal, at least might completely discredit police force 
and present government and at most would call for arrest and 





‘Source Department of State, Central Piles, 719 11/3-1755. Secret; Priority 


"in thes letter) Memmunger discussed recent developments in the Guizado tnal 
“The trial of Guizado by the Assembly.” he suggested in part, “could have far wider 
and deeper repercussions than are dreamed of here at present It seems to me that the 
fix is in’ and that the very best Guizado can hope for is a suspended sentence At the 
worst he might get ten years at Coiba where he would be unlikely to live for more 
than #&« months (fd ARA Piles Lot 6 D 667. Panama 1955—Political Local) 
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prosecution of powerful forces who might anticipate such action by 
armed seizure of government. 

It is possible that all evidence against Guizado has not yet been 
made public and that trial could possibly result in conviction based 
upon just and correct procedures. Embassy has neither sufficient 
knowledge of Panamanian legal procedures nor of the evidence in 
this case to pass upon guilt or innocence of accused. Admittedly 
Guizado enjoys no widespread popularity and hence is unlikely 
receive much general sympathy unless proceedings utterly abomina- 
ble. 

In circumstances and although I believe we shall in fact witness 
a miscarriage of justice which in effect might result in illegal 
government in power, I do not see how we can make representations 
here officially without opening ourselves to charge of political inter- 
ference in domestic affairs of Panama. Moreover | suggest that most 
Panamanians including those in responsible positions have no real- 
ization that such a star chamber proceeding will be viewed abroad as 
evidence of denial of freedom and justice according to straight 
totalitarian principles. Should trial proceed as I think it will and 
should it be reported accurately in US press, there might ensue such 
reaction as could well prejudice ratification of treaty by Senate. 

Department might wish consider whether it wishes pass on 
friendly and ‘aformal word of warning to Panamanian Embassy 


Washington. 
Chapin 








121. Telegram From the Acting Secretary of State to the 
Embassy in Panama’ 


Washington, March 18, 1955—8:01 p.m 


290. Department cognizant potential dangers in Panamanian 
situation outlined Embtel 364° but believes Embassy's suggestion not 
feasible for following reasons 


1. Trial strictly internal matter 
2. This Government not in position judge validity of charges 
against Guizado and others involved 


Source Department of State, Central Files. 719.11/3-1755 Secret Drafted by 
Sowash initialed by Newbegin indicating hes approval 
' Supre 

















3. If engineered by others in high positions still unchanged, 
tain ol Caught Waly, comp to be Gomes Ciiest ond 


Department therefore does not believe proposed warning would 
affect developing situation and might result in embarrassment to this 
Government if charges more soundly based than suspected.’ 








122. Telegram From the Ambassador in Panama (Chapin) to 
the Department of State’ 


Panama City, April 5, 1955—1 p.m. 


386. This morning | called on Foreign Minister Octavio Fabrega 
at his request. Fabrega states he wishes visit Washington for one day 
during week April 11 pay his respects to Secretary Dulles and confer 
with Assistant Secretary Holland. Purpose visit urge early submis- 
sion Treaty to Senate. Reasons for early ratification given by Fabrega 
are: Importance to Panamanian economy, stability of Government 
and desire that Treaty be completed in “aur” of Remon Administra- 
tion before next election campaign starts here. | believe most impor- 
tant factor in Fabrega’s reasoning is “stability” which he feels would 
be engendered by demonstration US confidence in Arias Administra- 
tion by Treaty’s early ratification. 

I stressed necessity paying Panama Canal water bill’ and balance 
claims before submission Treaty to Senate. Fabrega stated sending 
notes on both subjects Embassy today 

Fabrega requests Embassy be advised when appointment can be 
made for him with Holland and if possible with Secretary 

Chapin 


‘Source Department of State, Central Piles, 611 1913/4-555 Confidential 

"Reference is to unpaid accounts for water service due to the Panama Canal 
Company and Canal Zone Government by the Panamanian Government The water 
bill isswe was surmmarized in despatch 464 from Panama City, April 14 (fw 
611 1913/4~-1455) 
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123. Telegram From the Ambassador in Panama (Chapin) to 
the Department of State’ 





Panama City, April 6, 1955—3 p.m. 


388. Re Embtels 386° and 387° April 5. Since financial situation 
as depicted by Fabrega seemed disquieting Embassy conducted fur- 
ther check on technical level and discovers that he apparently is 
either ignorant of real situation or purposely desires exaggerated 
difficulties perhaps with hope of obtaining vigorous action by De- 
partment in pressing for Senate ratification of treaty before paying 
of water bill in full. [Garble] call Panama has been consistently 
reluctant in treating these arrears as genuine obligation and even 
after the agreement between governor and comptroller Obarrio last 
fall when funds were in fact available delayed several months before 
beginning installment liquidation of arrears. 

Quarterly figures Panamanian cash position reveal actual re- 
ceipts by Government 1955 at $9,700.000 or less than 1/2 percent 
below receipt. ~ first 3 months 1954. This slight drop in receipts 
explainable by 1 month delay granted for real estate tax payments 
by action Panamanian Government. 

Due to normal seasonal development receipts during first 5 
months are low and below 1/12 annual figures and government 
expenses are abnormally high hence making for actual real deficit 
Hovrever anticipated revenues for month of June 195£ alone with 2 
large payments mentioned Embtel 387 are $8 million which should 
permit payment in full by Panama of water bill and Claims Com- 
mission debt 

Recommend insistence on payment water bill before end of 
june. | am becoming more and more convinced that present govern- 
ment feels that early ratification of treaty is almost a psychological 
necessity to counteract bad odor of Guizado trial and to establish 


another “victory” for the Remon legacy * 
Chapin 


Source Department of State. Central Piles. 611 1913) 4-655 Secret 

rs 

In telegram 387 Ambassador Chapin reported farther on hes conversation with 
Foreign Mirnsster Fabrega on April 5 Fabregas had explained that Panama's delay in 
peying the woter bill was due to the fact thet tax collections had dropped off 
substantially the lest 3} months (Department of State. Central Piles. 611 1912 
4.358) 

* Despatch 698 from Panama City reported that Panama had paid all ite owtstand 
ime bills to the United States (ad 611 191.3/ 42055) 
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124. Letter From William B. Sowash of the Office of Middle 
American Affairs to the Counselor of the Embassy in 


Panama (Memminger)' 





Washington, April 25, 1955. 


your letter of April 14,° you expressed disap- 
had not received any reactions on the Guizado 
trial. My silence has by no means been due to lack of appreciation 
for the Embassy's very excellent reporting on the subject. Roy did a 
really masterly job on this. | found the whole spectacle so depressing 
that there seemed little point in commenting. There have been so 
many conflicting rumors and reports that at this point I have no idea 
where the truth actually lies in the whole nasty business. My views 
can be summed up, I think, as follows: Guizado may, or may not be 
guilty, | just don’t know. It is obvious, though, that whether guilty 
or not, he did not have a fair trial. I also believe that if guilty, there 
possibly were others high up in the government equally so, and 
whose guilt is being covered up by the authorities themselves. The 
whole business makes one ache for a breath of good clean air. 
Panama is not a place where secrets of such consequence can long be 
kept, and I shall be greatly surprised if this matter rests in this 
present state 

I do not think that we face the dilemma which you indicate for 
the very reason that, it seems to me, we have no choice but to go 
ahead with the treaty, unless the highest officials of the country are 


its debts, we are going ahead with the treaty, and it will be sent to 
the President and by him to the Senate next week. Perhaps the lid 
the its 


will blow off in Panama even before Senate completes 
deliberations 
[Here follow personal remarks | 
Sincerely yours. 
William B. Sow.wh- 
Source Department of State ARA Files ict © D 667 Panam 1°55—Political 


Lecal Secret Oficsal—informal 
‘Not found @ Department of State files 
’Prented from » copy whech bears thes typed agnature 
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125. Memorandum of Conversations Between the Assistant 
Secretary of State for Inter-American Affairs (Holland) 
and Foreign Minister Octavio Fabrega, San Francisco, 
June 23 and 24, 1955’ 








SUBJECT 
Panama Treaty 


I had two talks with Fabrega. In each of them he expressed his 
deep concern at the fact that the Panamanian Treaty had not yet 
gone before the Senate and his earnest hope that it would before the 
end of this session. The arguments which he used included: 

1. The very difficult political problems which would be caused 
domestically if the treaty were not approved at this session. He 
pointed out that failure to approve the would be interpreted 
widely in Panama as a demonstration of of confidence in the 
present administration on the part of the United States 
that Panama had undertaken financing arrangements 


“fz 
zFE 


Highwa 

4 Finally, he urged that the Panamanians felt that the approval 
of the treaty in a sense marked al by the United States of the 
general program and policies of the late President Remon 


It is my impression from everything that Fabrega said that the 
real reason for his great concern is the obvious one that the present 


administration feels that failure to approve the treaty in this session 
of Congress will create exceedingly difficult problems for it in the 
forthcoming presidential elections 

| told Fabrega that on two occasions the Department of State 
had expressed its interest in early consideration of the treaty, and 
that we would continue to do so. | asked him if he was aware of 
any opposition to the treaty He said that he was not ! said that | 
had heard rumors to the effect that any opposition to the treaty 
would probably come either from the sector of organized labor o 
from United States shipping interests | suggested that he might well 


Source Uperteeent of State Comtral Piles 671 19126-2085 © onfibertial 
[watted by Holland Holland and Fabregs were in Sar Frames tor the epee session 
of the LUneted Netormse fure 20 28  ommemorsting the tenth amerwersary of the 
tossmdiemg of thet orgamzatior 




















signed at Panama City on January 25. For text of his remarks, see 
Department of State Bulletin. August 1, 1955, pages 185-188. On July 
29, the Senate formally ratified the treaty 

On August 23 in Washington, Secretary of State Dulles and 


Panamanian Ambassador to the United States Joaquin jose Vallanno 
exchanged the instruments of ratification with respect to the treaty 























The interest of the Army in obtaining two hill-top areas in 
Panama for radar stations for the defense of the Canal, by 
the Embassy in its telegram No. 64 of September 16,’ is the subject 
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the reasons stated in the first paragraph of the attached 


Department concurs in the opinion of the Department of 
y that a request for the use of these stations in perpetuity 
meet with strong opposition in Panama Moreover, the De- 


partment of the Army considers that the rapid pace of developments 
in weapons and concepts of defense make unnecessary a request for 
the use of these stations in perpetuity The Department. therefore 
concurs in the recommendation that these stations be obtained on 
the same terms as the grant of the Rio Hato area in the 1955 Treaty 


Seurme Department of State Central Piles 611 1913) 10-1955 Secret Drafted by 
Sow ash on Ottober 18 and approwed by Newbegpr 

in tetegram 94 Ambessador Harnngtor ex ommended that he be suthonzed to 
*pproa> Panamaman Foreugr Virsster Alberts Bowd arth a mew to ottammeng the use 
of Vande coqeired by the Departement of the Arey for coder ates (9 611 1913 
@ 1055) Harmngtoe «28 appowted Ambassador to Panama of july I” Se presented 
hes oredemmais to the Panamaman (cvermment or August © 

ln thes letter to Holland George HM Roderch Assestamt Secretary of the Army 


Ta 


Withee © Maerrteen USA. Comueeedier = Chee? (Cortieer (CINCARIB) had re 
quested "Pat suthonty he -Stanmed from the Panamanuan Government to estabinh two 
adat whe. of 4 permanent been on the Reputin of Panama 
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that is, for a period of fifteen years subject to extension thereafter as 
agreed to by the two Governments. Article VIII of the 1955 Treaty 
contains additional terns of occupancy and the Embassy should 
consult with CINCARIB with a view to determining which of those 
terms may be pertinent and necessary in connection with these new 
stations. The requested authority to construct necessary access roads 
with power, cable and water line rights of way may present difficul- 
ties. This was one of the thorniest problems encountered in the 1947 
defense sites negotiations ‘ 

In view of the very generous treatment accorded Panama under 
the Treaty of 1955, and of the fact that the defenses of the Canal 
are not only a mutual concern of the Republic of Panama but also 
afford protection to Panama City as well, the Department believes 
that Panama should be asked to grant the use of these stations 
without cost to this Government, if the lands in question are public 
lands. If, however, the Government of Panama should find it neces- 
sary to extinguish private titles in order to make these lands avail- 
able, consideration might be given by this Government to 
reimbursing the Government of Panama to this extent. However, 
this possibility should not be mentioned at this time to the Govern- 
ment of Panama and if private land titles are found to be involved, 
the Embassy should report this fact at once to the Department. 

The request for these stations and related rights undoubtedly 
will not be welcomed by the Government of Panama. Nevertheless, 
it is precisely this type of unforeseen contingency which was provid- 
ed for in Article Il of the 1936 Treaty’ and it is upon this Article 
that the request should be based. The Article provides full and 
sufficient grounds for the request and under it Panama is obligated 
to agree. 

The Embassy is requested to initiate conversations at once with 
the Government of Panama for the use of these two stations, on the 
terms indicated above and in the attached letter. The Embassy 
should, of course, work in close collaboration with the Canal Zone 
authorities in this matter and should keep the Department fully 
informed of the course of the negotiations. 

The Department desires that the term “defense sites” be studi- 
ously avoided in all references to this subject. The expression “radar 





* For documentation, see Forrign Relations, 1947, vol. vu, pp. 881 ff. The text of the 
Defense Sites Agreement of 1947, signed but not ratified, is iid, pp 
932-941 
* For text of the treaty, see 53 Stat. 1807 
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stations” not only is more accurate but is free of the unhappy 
connotations of the former term in Panama.° 
Hoover 





© On November 29, Ambassador Harrington presented an aide-mémoire to Pana- 
manian Foreign Minister Boyd which formally requested that the United States be 
granted sites in Panama for radar equipment to be used in connection with the 
installation of Nike defenses in the Canal Zone. 





128. Letter From the Assistant Secretary of State for Inter- 
American Affairs (Holland) to the Ambassador in Panama 


(Harrington)' 
Washington, December 27, 1955. 


DEAR JULIAN: The intricacies of our relations with Panama 
always are a surprise to the uninitiated, and not always a pleasant 
one at that.’ I think I have a pretty good insight into some of the 
problems which confront you there, for the Panamanian negotiations 
were among the first order of business for me when I came to 
Washington and I had to spend many a weary hour on some of 
these same problems. I agree that, in coping with these problems, the 
situation on the Isthmus is such as to emphasize the importance of 
personalities. | am delighted, therefore, to learn of your high opinion 
of and close working relationships with the Governor’ and General 
Harrison. With you as our representative on the team, I think we 
have a combination that, with patience, can lick these problems. 

I am sorry that the liquor matter has come to the pass that it 
has. I have tried to impress upon Ambassador Vallarino my view 
that Panama’s attitude in this matter is extremely short-sighted. The 
only logical explanation of the Panamanian position would appear to 





* Source: Department of State, Central Files, 611.19/12-1355. Official Use Only. 
Drafted by Sowash. 

? A letter from Harrington to Holland, December 13, reads in part as follows: 

“I never suspected that a place as pleasant and peaceful as Panama could have so 
many headaches. It looks as if the honeymoon of the treaty is over, if our difficulties 
over the liquor tax issue are an example. I can only ascribe this Panamanian attitude 
on this question to the fact that they got off on the wrong foot. Now they either do 
not know how to alter their position gracefully or they are unwilling to do so under 
pressure.” (/bid., 611.19/12-1355) 

The liquor matter was summarized in despatch 146 from Panama City, October 
11. (Mbid., 611.1913/10-1155) 

* Brigadier General John S. Seybold, Governor of the Panama Canal Zone. 
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be that they are convinced we are bluffing in our talk about 
reconsideration of Executive Order 6997* and will settle for less than 
what we are entitled to under the agreement. We propose to ask the 
Secretary for authorization to take the preliminary steps toward 
rescission of the Order. If he approves, we will authorize you to 
inform the Panamanian Government of the steps we are taking, in 
order to dispel any doubts they may have as to the seriousness of 
our intentions. If they remain adamant, then we shall proceed with 
cancellation of the Order. In making your recommendation to this 
end, you and the Zone authorities have, I am sure, weighed its 
possible effect upon some of our pending requests of Panama. 

In spite of the problems which seem endemic there, I have 
always found Panama a most interesting place and I hope that I shall 
have the opportunity of visiting there soon. 

My wife and I thank you for your holiday greeting and we wish 
you and Alys a most happy and successful New Year in your 
important post. 

Sincerely yours, 

Henry F. Holland’ 





‘This order, signed by President Franklin D. Roosevelt on March 25, 1935, 
prohibited the direct importation of hard liquor into the Canal Zone. 
5 Printed from a copy which bears this typed signature. 





129. Memorandum From the Director of the Bureau of the 
Budget (Hughes) to the Special Assistant to the President 
(Adams)' 


Washington, March 1, 1956. 
SUBJECT 
Sea level canal in Panama 
This is in response to your memorandum of February 87 re- 
questing information as to whether or not there are any plans which 


indicate the interest of this Administration in a sea level canal in 
Panama. 





*Source: Eisenhower Library, Project Clean Up Records, Panama Canal. Top 
Secret. 
2 Not found in Department of State or Eisenhower Library files. 
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The most recent and complete study of the merits of cot..truct- 
ing a sea level canal along the existing route was completed in 1947.° 
The report also considered several alternatives. The Governor of the 
Canal Zone at that time* recommended construction of the sea level 
canal at an estimated cost of about $2.5 billion. The report contain- 
ing this recommendation was submitted to the Congress on Decem- 
ber 1, 1947, by President Truman without comment or 
recommendation. The Bureau of the Budget subsequently obtained 
the views of interested agencies on the proposal, all of which were 
generally non-committal. No action has been taken by the Congress 
and the report has not been printed. 

In February 1955, the Bureau of the Budget recommended 
adversely on legislation (H.R. 3335, 84th Congress)° to create an 
Interoceanic Canals Commission for the purpose of making a com- 
prehensive investigation and study of all problems involved in 
interoceanic canals. The recommendation was based on the fact that 
the results of a lengthy study of this subject were available in the 
1947 report. Further study of the question on the scale contemplated 
in the legislation did not appear to be necessary. 

You will recall that the subject of a sea level canal was brought 
up by the President in April of last year. Shortly thereafter, you 
requested that the cost estimates and traffic forecasts presented in 
the 1947 report be brought up-to-date and that we obtain the 
current views of the other interested agencies. This information has 
recently become available and is highlighted below: 


Panama Canal Company 


Present estimate of cost is $3.6 billion as compared with $2.5 
billion in the 1947 report. Level of traffic in year 2000 presently 
estimated at 65 million net tons as compared with 86.3 million net 
tons in 1947 report. Present lock canal, with improvements now 
underway, will be adequate until last decade of this century except 
for “Queen” vessels, one ore carrier, and Forrestal and modified 
Essex class aircraft carriers. 


Department of Defense (Joint Chiefs of Staff) 


Panama Canal is strategically important. Its uninterrupted use is 
necessary to conduct of a war for movement of troops and strategic 
commodities. However, conversion to sea level canal should be 





® Reference is to a report by the Joint Chiefs of Staff, JCS 1778, “Security Aspects 
of Possible Canal Routes in Central America,” dated May 16, 1947. (JCS Records, 
CCS 821.1 (5-12-47)) 

* J.C. Mehaffey. 

* For additional information on this proposed bill, see Congressional Record, 84th 
Cong., Ist Sess., p. 3607. 
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considered of lower priority than military projects and activities 
required for security of nation. Entire question should be considered 
by Presidential Commission. 


Atomic Energy Commission 


A sea level canal with adjacent terrain appropriately graded 
would be less vulnerable to the effects of nuclear weapons than the 
present lock canal. 


Department of Commerce 


If sea level canal involved an increase in present toll structure, 
there might be serious economic dislocations and it would be ex- 
ceedingly harmful to the intercoastal segment of the American 
Merchant Marine Industry. 


Department of State 


Negotiations with Republic of Panama would be required if 
changes in boundary between that country and the Canal Zone are 
involved, but relations with other countries would not be signifi- 
cantly affected by the sea level canal project. 

On the basis of information presently available and particularly 
in the light of the expressed views of the Joint Chiefs of Staff on 
relative priorities, we do not believe that the Administration has an 
active interest in a plan for a sea level canal at Panama at this time. 
Furthermore, since any decision to build a sea level canal would 
necessarily stem almost entirely from defense considerations, we 
believe that creation of a Presidential Commission, as suggested by 
the Joint Chiefs of Staff, would serve no useful purpose in arriving 
at the decision. If, however, a Presidential Commission is considered 
desirable for other reasons, the scope of the duties of the Commis- 
sion should be limited to consideration of conversion of the present 
canal to a sea level waterway, taking full advantage of data con- 
tained in the 1947 report. 
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130. Memorandum of a Conversation, Department of State, 
Washington, April 12, 1956' 





SUBJECT 
Call of Governor Seybold 
PARTICIPANTS 


Governor Seybold of the Canal Zone 
Mr. Holland, Asst. Secretary of State for Inter-American Affairs 
MID—Mr. Sowash 


General Seybold, Governor of the Panama Canal, called upon 
Mr. Holland by appointment today. Since the Governor’s term 
expires next month, this was probably the Governor's last official 
call at the Department. 

After a few pleasantries, the Governor stated that, as his swan- 
song, he would like to urge the importance of making every effort to 
ensure submission of the draft legislation for the implementation of 
the 1955 agreements with Panama to the Congress in time for action 
during the current session. Mr. Holland declared that he fully agreed 
and said that he had talked to Assistant Secretary of the Army, Mr. 
Roderick, about it this morning and that Mr. Roderick had informed 
him that he hoped to obiain a final decision today on the position of 
the Armed Forces with respect to the manner of implementation of 
the labor provisions of the agreements. The Governor said that Mr. 
Roderick was surrounded by a variety of pressures in this matter 
and that the differences within the Pentagon on the subject could 
most effectively be resolved by pressure for a decision from without. 
He thought that Mr. Holland was in the best position to do this. Mr. 
Holland said, unless he heard from Mr. Roderick in the meantime, 
he would call Secretary Brucker’ in an attempt to expedite action. 

The Governor, in an oblique reference to State’s recommenda- 
tion of a wage increase for locally recruited workers adversely 
affected by the Treaty and to other related problems, urged that no 
changes be made in or amendments be added to the implementing 
legislation drafted by his office. He stated that the present language 
of the bill is sufficiently broad to permit the grant of a raise and 
other steps deemed desirable and that these matters should not be 
written into the legislation itself. He considers the timing of a wage 
increase most important and feels that it should not be granted until 
after the mew system has been in effect for a time. It is important, in 
his view, that the timing be such as to make it clear that it is done 





* Source: Department of State, Holland Files: Lot 57 D 295, Panama. Confidential. 
Drafted by Sowash. 
? Wilber M. Brucker, General Counsel, Office of the Secretary of Defense. 
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as an act of grace on our part and not seemingly as an obligation or 
a correction of an injustice in the Treaty, otherwise Panama, and not 
the United States Government, will receive credit for obtaining the 
raise. Mr. Holland indicated his view that this was good advice. 

Governor Seybold then congratulated Mr. Holland on his able 
handling of our relations with Panama. He expressed the opinion 
that these relations were now on a far more realistic basis than 
before, to the mutual advantage of the two countries. Mr. Holland 
said that he believed the Governor had made an important contribu- 
tion in accomplishing this. Mr. Holland declared that he believes 
that this more realistic basis of our relations is now accepted by and 
is understood by the Panamanians. 

After a brief discussion of the local political situation in Pana- 
ma, the Governor took his leave. 





131. Letter From the Ambassador in Panama (Harrington) to 
William B. Sowash of the Office of Middle American 
Affairs’ 


Panama City, May 21, 1956. 


DEAR BILL: Another indication of the Panamanian attitude to- 
ward the Canal Zone is the way in which Governor Seybold was 
allowed to depart without a single word of thanks for his unfailing 
helpfulness to Panamanians.? When the Caribbean baseball series 
was played here who but Governor Seybold supplied the extra 
bleacher seats, at the personal request of President Arias, and did the 
hauling and installing as well. Seybold was constantly called upon 
for favors of that sort and complied willingly. Yet when he took his 
leave of President Arias and the Foreign Minister (I was present on 
both occasions) neither had an appreciative word to say, merely 
“bon voyage”. On the other hand they pinned a medal on Admiral 
Miles’ whose contributions to Panama were boat rides to Porto Bello 
once a year and picnics to Toboquilla. 





* Source: Department of State, ARA Files: Lot 60 D 667, Panama 1956—Relations. 
Confidential; Official-Informal. 

? Brigadier General William E. Potter had recently replaced Seybold as Governor 
of the Panama Canal Zone. 

> Rear Admiral Milton E. Miles, Commandant, 15th Naval District, Panama Canal 
Zone. 
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Whether the Panamanians liked Seybold personally is unimpor- 
tant but as Governor of the Canal Zone he was entitled to a few 
friendly words of appreciation. He did not get them. He, of course, 
personified the forces that are frustrating Panama’s aspirations and I 
am convinced that the Panamanian attitude toward him was planned 
at a high level to be consistent with the Panamanian attitude 
generally toward the Canal Zone and treaties in force. The only 
Panamanian officials at the station to see him off were Bobby 
Heurtematte and Levy Salcedo. 

The time is ripe to take our gloves off and indulge in some 
verbal fisticuffs. What the Panamanians need is a good scare such as 
the threat of a completely independent operation in the Zone with a 
fence around it and non-Panamanian people working inside it. To 
change their present attitude may call for some drastic surgery. 
Without it I see nothing but friction ahead. 

I question whether the type of action in connection with the 
radar sites, which Bob Memminger mentioned to me yesterday, will 
get at the root of the problem. Moreover, it plays into the hands of 
the Panamanians to the extent that the U.S. Government drags its 
feet in the pending treaty legislation. I am still groping around for 
ideas but as a first step I think we should publicize the Panamanian 
turndown, stressing the defense aspects of the request, and possibly 
inspire a few Congressmen to ask questions about it. However, this 
line of action does not get to the heart of the problem which is the 
problem of attitude. 

You have been dealing with Panamanian problems longer than I 
have and may see nothing new in the present situation but to me, at 
this time when the atmosphere should be one of cordiality and 
friendly cooperation following the treaty of last year, it is just the 
reverse. This situation merits serious thought and I will welcome 
your views. I find it difficult to keep a proper perspective as well as 
my temper. 

Sincerely yours, 


Julian F. Harrington 
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132. Memorandum for the Files, by William B. Sowash of the 
Office of Middle American Affairs’ 


Washington, May 22, 1956. 


SUBJECT 
Panama’s Rejection of United States Request for Radar Stations* 


In three separate conversations over the weekend Ambassador 
Vallarino was informed by Mr. Holland and Mr. Sowash of this 
Government's reaction of shock and disappointment to the action of 
the Panamanian Government last week in rejecting the request of 
the United States for radar stations in Panama under Article II of the 
1936 Treaty. He was informed that this Government could not 
accept the validity of the arguments advanced by the Panamanian 
Government in rejecting our request and that the position of this 
Government remains as stated in the original request. The Ambassa- 
dor was further informed that the Executive Branch of this Govern- 
ment has worked very hard to achieve the submission of the 
legislation implementing the 1955 Agreements in time for action by 
the Congress at this session and that, while we will continue to do 
what we can to obtain favorable action on this legislation, Panama's 
rejection of our request for radar sites has very effectively sabotaged 
all hope of obtaining the passage of this legislation, since no member 
of Congress would approve it in the face of Panama’s open flouting 
of its treaty obligations. It was added that an announcement regard- 
ing the radar stations is being planned and that Panama’s failure to 
cooperate was certain to become public knowledge. The Ambassador 
stated that he recognized the importance of the situation and would 
communicate with his Government regarding it. 

On Monday, May 21, at the request of Mr. Holland, Mr. Neal 
asked Assistant Secretary Hill to inform the Congressional commit- 
tees with jurisdiction over the implementing legislation of the situa- 
tion with respect to the radar stations. 

The line taken with Panama with respect to this matter, as 
above stated, was cleared with the Secretary by Mr. Holland. 

WBS 





* Source: Department of State, Central Files, 611.1913/5-2256. Confidential. 

On May 16, Foreign Minister Boyd delivered an aide-mémoire to Ambassador 
Harrington which rejected the U.S. request for radar sites in Panama. The aide- 
mémoire was transmitted in despatch 401 from Panama City, May 22. (/bid.) On Mav 
18, Harrington telephoned Sowash to inform him of this development. He stated that 
he, the Governor, and General Harrington were deeply disturbed and believed that 
the United States should “throw the book at them.” (Memorandum from Sowash to 
Holland, May 18; ibid., 611.1913/5-1856) 
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133. Telegram From the Ambassador in Panama (Harrington) 
to the Department of State’ 


Panama City, May 22, 1956—3 p.m. 


384. I handed Foreign Minister today letter expressing amaze- 
ment and disappointment Panamanian rejection our radar sites re- 
quest and urging further reflection in effort to avoid consequences 
we both would deplore particularly at this time. Letter of which 
copies being airmailed* pointed out development of high speed 
aircraft and atomic weapons is precisely type of unforeseeable con- 
tingency envisaged by Article II 1936 treaty and to regard request as 
“military convenience” is to disregard judgement of experienced 
technicians in field of electronics and guided missiles. Letter added 
that oral offer negotiate new treaty was unnecessary in view of 
specific terms of 1936 treaty. 

Orally I told Foreign Minister his decision looked like deliberate 
attempt to avoid cooperation with US on defense matter of vital 
importance to both countries and that it raised important points in 
our relations with Panama. I expressed surprise that it took 6 months 
for Panamanians to decide 1936 treaty afforded no basis for such 
request and reminded him that when he personally asked me to 
postpone pressing for decision until local elections had passed he 
asked me to believe request could be more sympathetically consid- 
ered if it were kept out political campaign. I told Foreign Minister 
Secretary Dulles was personally interested and disturbed but assured 
him in conclusion he could count on our full cooperation and 
assistance at Presidential gathering here next month irrespective of 


present issue. 

Boyd was grateful for opportunity to give problem further 
thought and said he would send my letter to Foreign Relations 
Council which made decision contained in his aide-mémoire and 
would urge early action. I left in friendlier atmosphere than I had 


anticipated. 
Harrington 





‘Source: Department of State, Central Files, 611.1913/5-2256. Confidential. 
* Transmitted in despatch 401 from Panama City, May 22. (/id) 
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134. Memorandum of a Telephone Conversation Between the 
Assistant Secretary of State for Inter-American Affairs 
(Holland) and the Panamanian Ambassador (Vallarino), 


Washington, May 26, 1956.’ 





SUBJECT 
Various Matters Discussed with the Ambassador of Panama 


On Saturday, May 26, the Ambassador called me to express his 
satisfaction at the news that the Department of Defense was going 
to eliminate advertising from TV films shown in the Zone. I told 
him that the news had caused us much satisfaction. 

He then complained somewhat emotionally about an order for 
Coca Cola that was being placed by the Zone authorities. He 
complained that this would cause an adverse reaction which would 
detract from the success of the Panama gathering of Presidents.’ | 
said that I would ask that the facts on the case be forwarded to me. 

I said that, while on the subject of things which could prejudice 
the Panama meeting, did he have any news on the matter of radar 
sites. I said that the refusal by Panama of the sites had astounded 
me. If the decision is to be controlled by the terms of the treaty, 
then, clearly, the sites should be granted. However, in my judgment, 
a much more impelling reason for granting the sites is the added 
protection that they would give for Panama itself as well as the 
Zone. I said that the decision placed the Department in an impossi- 
ble position as regards passage of legislation to implement the treaty. 
We have been pressing for passage of the legislation. If we reveal 
Panama’s decision on the radar sites the legislation will not have the 
slightest chance of passage. If we continue for passage of the 
legislation, but without revealing the Panamanian decision on radar 
sites, the Department will be bitterly and justly criticized when the 
fact finally becomes known. I pointed out the great difficulty that 
any representative of the Department of State would encounter in 
testifying before Congressional committees on this legislation, since 
we could not well testify without disclosing the existence of the 
radar problem. 

The Ambassador said that he was doing everything that he 
could to bring about a reconsideration and a decision granting the 
sites. 





4 Source: Department of State, Central Files, 919.50/5-2656. Confidential. Drafted 
by Holland. 
? See vol. vi, Documents 109 ff. 
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On the subject of legislation he said that Senator Green’ had 
offered a draft in substitute for that proposed by the Administration. 
Panama prefers Senator Green’s draft and hopes that it will pass. I 
told him that I was unfamiliar with the Green draft. 








* Theodore F. Green (D-RI). The administration’s bill was 
introduced by the Eisenhower administration during the 2d i 
Congress in order to implement the 1955 Treaty with Panama. The proposed enabling 
legislation concerned the establishment of a uniform wage scale in the Canal ' 


(S. 1730 and H.R. 6709), and the construction of a bridge or tunnel at Balboa (H.R. 
9801). 





135. Letter From the Ambassador in Panama (Harrington) to 
the Assistant Secretary of State for Inter-American Affairs 
(Holland)' 


Panama, June 8, 1956. 


Dear HENRY: I strongly suspect that our Panamanian friends are 
preparing a bill of complaints against the United States for discus- 
sion at the forthcoming gathering in Panama either with you or, if 
possible, with the President. Their unhappiness over the present 
status of our relations is no greater than mine but until there is a 
change of attitude on their part I see no prospect of improvement. 

As you well know we are confronted with constant efforts to 
break down our jurisdictional position in the Canal Zone with the 
eventual objective of Panamanian participation in the management 
of the Canal and ultimate ownership. One cannot help but have 
understanding of Panama’s aspirations and sensitivities over a for- 
eign-dominated corridor bisecting their country. Nevertheless, their 
concerted attempts at encroachment can lead only to deteriorating 
relations and even bitterness. Succeeding treaties have given Panama 
greater benefits and under normal circumstances it would be reason- 
able to assume that each treaty would ensure at least a limited 
period of happy relations. The honeymoon following the 1955 
treaty, as we well know, was painfully short notwithstanding its 
generous provisicns. 





*Source: Department of State, Central Files, 611.19/6-856. Secret; Offi- 
cial-Informal 
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Some positive action on our part is needed to reverse the current 
trend of relations. The meeting here later this month perhaps offers 
a convenient starting point. Apart from the fundamental premise 
that we are in the Zone to stay and that the Panamanians would do 
well to accept that fact, it might be helpful to impress on them that 
with a different attitude on their part they could without a doubt 
reap more advantages. I am quite sure that many local arrangements 
could be made in an atmosphere of good will and cooperation, if we 
were not constantly reminded of the evident aspirations of the 
Panamanian Government and the sharp disagreement with respect to 
our jurisdictional rights. For example, with a different attitude on 
their part perhaps we could risk reaching an informal understanding 
whereby their nautical inspectors could board transiting vessels as 
observers. It is obvious that there would be a greater disposition to 
cooperate with them if their own attitude were more reasonable and 
free from the constant threat of their long term objectives. Perhaps it 
would be well to hint that we can always operate the Canal entirely 
independently from Panamanian manpower and other resources and 
that to operate it independently would have many advantages to us. 
We would all deplore the necessity for indulging in any such 
extreme action but it is a possibility that could have disastrous 
effects on Panama’s economy and as such should not be overlooked 
by the Panamanians. 

Cooperation runs in two directions and the Panamanians should 
not rely too heavily on our traditional generosity and tendency to be 
soft. 

Sincerely yours, 

Julian 
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136. | Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Secretary of State’ 





Washington, June 14, 1956. 
SUBJECT 
Authorization to Negotiate for Lease of Radar Sites in Panama 


Discussion: 


In November 1955 the Republic of Panama was requested by 
this Government to make available u.xder Article II of the 1936 
Treaty, a copy of which is attached’ two hilltop sites within the 
Republic for radar installations connected with the defense of the 
Panama Canal. The two sites within Panama are desired because 
they would afford more effective coverage than sites available in the 
Zone. In May 1955 Panama rejected the United States’ request as 
improper under Article II of the 1936 Treaty, but in doing so 
intimated that she would be willing to enter into negotiations for a 
new treaty regarding the use of these sites. 

The Department believes the request to have been properly 
made under Article [I] and declines to enter into a further formal 
treaty with Panama on this subject or to offer new concessions to 
Panama as an inducement to her to fulfill her treaty commitment 
under Article II. Under Article Il of the 1936 Treaty, however, a 
further agreement with respect to any additional lands made avail- 
able is envisaged. Accordingly, the Department is prepared to offer 
to negotiate an agreement limited to a lease governing the use of 
these sites, as was done in 1942 and 1947 for the acquisition of 
defense sites in Panama. The Department of the Army is requesting 
the Department of State to negotiate such a lease under the legisla- 
tive authorization contained in Public Law 161, 84th Congress, Ist 
Session which provides: “The Secretary of the Army is authorized to 
establish or develop classified military installations and facilities by 
the acquisition of land and the construction, rehabilitation, or instal- 
lation of permanent or temporary public works, including site prepa- 
ration, appurtenances, and related utilities and equipment, in a total 
amount of $223,993,000.””" 





* Source: Department of State, Central Files, 719.561/6~-1456. Confidential. Draft- 
ed by Sowash and concurred by Herman Phieger, the Legal Adviser. Dulles initialed 
his approval of this memorandum on the source text. 

Not 


printed 
* For the full text of P.L. 161, approved July 15, 1955, see 69 Stat. 324. 











That you authorize the negotiation of an executive agreement 
with Panama regarding sites for radar installations.‘ 





*In telegram 361 to Panama City, June 14, the Department stated its belief that 


will be expected demonstrate good faith in matter by granting permission without 


for survey of sites. 
conducted by Embassy on basis CinCarib’s drafts cleared by Department.” 
of State, Central Files, 611.1913/6—156) 
On June 19, Ambassador Harrington delivered a letter to Foreign Minister Boyd 
ating the points set forth in telegram 361. 





137. Memorandum of a Conversation, Department of State, 
Washington, June 20, 1956’ 


SUBJECT 
Radar Sites in Panama 
PARTICI/ ANTS 


Mr. Roderick, Assistant Secretary of the Army 

Mr. Bacon, Deputy Assistant Secretary of the Army 

Mr. Holland, Assistant Secretary of State for Inter-American Affairs 
General Harrison, CinCarib 

Mr. Sowash, MID 


Messrs. Roderick and Bacon brought General Harrison to Mr. 
Holland's office today for a brief discussion of the radar sites 
problem, in which General Harrison stressed the importance to the 
military of acquiring the use of radar sites in Panama for the defense 
of the Canal. General Harrison stated that he had decided to delay 
his original timetable for the construction of these radar bases in the 
hope that the sites in Panama will be made available and thus avoid 





"Source: Department of State, Central Files, 611.1913/6-2056. Confidential 
Drafted by Sowash. 
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the necessity of using inferior sites within the Zone. He expressed 
the view that Panama is using our interest in these sites to attempt 
to acquire new concessions and more dollars from the United States, 
and he expressed the conviction that Panama’s constant goal is to 
encroach upon our exclusive jurisdiction in the Zone. Discussion of 
these subjects disclosed that the thinking of the two Departments is 
closely parallel. 

It was agreed that it would be only prudent to retain as 
leverage, by postponing until the next session of the Congress, the 
legislation authorizing the return of lands agreed to in the 1955 
Agreements with Panama. At the same time it was agreed that 
efforts should be redoubled to obtain passage of the labor bill and 
the bridge bill during the current session. . 

Mr. Roderick and General Harrison also spoke highly of Ambas- 
sador Harrington’s work and of the close cooperation among the top 
United States officials on the Isthmus. 





138. Editorial Note 


In telegram 12 from Panama City, July 6, Ambassador Harring- 
ton reported that he had received a letter from Foreign Minister’ 
Boyd on July 5 in reply to his letter of June 19. In the letter, Boyd 
stated that he could find nothing in the record of negotiation 
relating to the 1936 Treaty to support the United States view that 
Article II was intended to provide for the use of additional land for 
defense on the basis of new technical developments in warfare. 
Accordingly, he explained that Panama believed that if a new 
agreement was to be negotiated it must be independent of the 1936 
Treaty. (Department of State, Central Files, 611.1913/7-656) The 
text of Boyd’s letter was transmitted to the Department in despatch 
13 from Panama City, July 9. (/bid., 611.1913/7-956) In telegram 15 
from Panama City, July 9, Harrington pointed out that he and 
Lieutenant General Harrison agreed that the United States should 
make a public announcement that Panama had turned down its 
request for radar sites based on the 1936 Treaty and that it would 
therefore be necessary to plan for the use of inferior sites within the 
Canal Zone. “I believe,” he stated further, “implementation 1955 
treaty should be held up.” (/bid., 611.1913/7-956) 

In airgram 5 to Panama City, July 13, the Department instructed 
the Embassy to deliver a note to the Panamanian Foreign Office at 
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its earliest possible convenience which would reiterate the United 
States position regarding the proposed radar sites. “Despite the 
Foreign Minister's allegations to the contrary,” the telegram read 
“there can be no doubt that the record of the negotiations of the 
1936 Treaty fully supports the United States viewpoint with respect 
to Article [I]. . . . The Department, with Department of the Army 
concurrence, does not consider it desirable to publicize at this time 
our differences with Panama arising from the request for sites 
through a press release or a statement by a member of Congress. 
This position is taken with a view to the forth oming Meeting of 
Presidents in Panama and to allow Panama the fullest opportunity to 
retract from an untenable position without loss of face. If our 
compromise offer is rejected, appropriate measures of this or other 
kind can then be considered.” (/bid.) On July 16, Harrington handed 
a note to Boyd which incorporated the views contained in airgram 5 
to Panama City. The text of this note was transmitted to the 
Department in despatch 23 from Panama City. (/bid., 611.1913/ 
7-2756) 





139. Memorandum of a Conversation, Ambassador's 
Residence, Panama City, July 23, 1956’ 


PRESENT 
The President President Arias 
The Secretary of State President-elect de la Guardia 
Asst. Secy Holland 
Ambassador Harrington 


President Eisenhower expressed his appreciation of the excellent 
manner in which Panama had conducted the meeting of Presidents. 

President Arias thanked the President for the personal sacrifice 
which he had made in comin and said that he was sorry Mrs. 
Eisenhower was not able to at‘end. 

The President stated Mr’. Eisenhower did not like to fly long 
distances for short stays. Hi: said he himself was afraid for awhile 
that he would be unable to inake the trip but that his doctors had 





* Source: Eisenhower Library, Whitman File, International File. Official Use Only. 
Drafted by Neal on August 17. President Eisenhower was in Panama to attend the 
meeting of the Presidents of the American Republics. 
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assured him he would regain his strength quickly and could attend. 
He stated that despite the lengthy signing session of Sunday when 
two speakers prolonged their remarks he had felt fine. 

President Arias stated he wished to take this occasion to call the 
attention to some of Panama’s problems. He stated our two countries 
had their differences which he always tried to work out. He said he 
and Ambassador Harrington discussed problems in a frank and 
friendly manner; that he usually had good relations with the Embas- 
sy and the State Department, but that dealing with the Canal 
authorities was more of a problem. 

President Arias said his country was very small and its problems 
as seen by the United States might seem small, but that they were 
important to Panama. He compared the relative positions of the two 
countries by pointing out that this morning he had been told by Dr. 
Milton Eisenhower that the budget for Penn State College is $30 
million per year; whereas, the yearly budget for the Republic of 
Panama is only $50 million. 

President Arias stated that despite our recent treaties, things 
were not going well and that we are “running in to trouble”. He said 
he had been unhappy from the start about the “equal pay” wage 
scale. He said he could foresee many difficulties in implementing 
this phase of the treaty and he believed in taking preventative action 
now rather than curatives later. 

President Eisenhower said if there are any injustices being done 
he wants to know about them. He strongly emphasized his stand on 
this point saying he would not tolerate such practices. He said he 
knew the relationship between the Canal Zone and the Republic of 
Panama is a very complicated and technical one; that the Canal was 
operated by a separate corporation reporting to the Secretary of 
Defense, but that problems arising receive the attention of Secretary 
Dulles through Ambassador Harrington. He stated it is only natural 
that difficult problems will arise and that the United States will not 
always be able to agree with Panama on specific points because of 
requirements by the Defense Department, the Government of the 
Canal and because of our Congress. President Eisenhower stated that 
he had just returned from a drive through the Zone with Governor 
Potter. He said the Canal officials are very anxious to do away with 
the Panama Railroad because it is losing $500,000.00 per year, but 
Congress will not authorize this measure. He said he was one of the 
early advocates of a highway across the Isthmus but that the Canal 
Company fought the proposal because of the monopoly it had on 
freight and traffic. He said now they want to do away with the 
railroad! 

President Arias said another problem which is causing more and 
more trouble is the Liquor Matter. He explained to President Eisen- 
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hower that as a resuli of the agreement the Zone residents are 
exempt from most of the Panama tax. Smuggling liquor from the 
Zone to the Republic is growing. He said it is no problem for him to 
get a case of whiskey from friends in the Zone. 

The President said he was not familiar with the details of this 
matter but he realizes such things usually go on. He said when he 
was stationed here there was heavy traffic in cigarettes; they were 
practically legal tender. 

The President said he thought maybe there should be a better 
channel for handling these problems which arise between Panama 
and the Zone. He said possibly we should have one person who 
could get these problems into the proper channels quicker. 

President Arias said it disturbed him because these important 
matters were discussed on a high level here in Panama and were 
then transmitted to a low level in Washington for decision. 

Assistant Secretary Holland stated this was not the case; that 
Ambassador Harrington transmits information to Washington by 
cable where it reaches the Secretary’s attention, his own attention 
and that of several specialists. The officer handling Panama affairs is 
in daily contact with him, that he (Holland) has also daily confer- 
ences with Secretary Dulles and that he (Holland) also has a regular 
one-hour weekly meeting with the Panama desk officer. 

Mr. Holland stated he felt Washington coordination—White 
House, Department of Defense and State—was good and is improv- 
ing as a result of recent procedures which the President had ordered. 

The President said he had spoken to Secretary of Defense 
Wilson regarding Panama when President Remon visited Washing- 
ton and had told him he did not want any injustice done in our 
handling of Panama affairs. 

President Arias brought up the matter of Panamanian citizens 
residing in the Zone being exempt from Panama taxes. The President 
said this sounded most unjust and that these matters must be 
corrected. He said possibly the State Department had not always 
kept him as closely informed on the problem with Panama. 

President Eisenhower asked if President Arias knew the new 
Governor of the Canal—General William E. Potter. President Arias 
said he did. President Eisenhower spoke very highly of Governor 
Potter saying he had known him many years and he was certain 
Panama would find him able and helpful. 

President Eisenhower strongly expressed his insistence on “jus- 
tice” in all our dealings. He said we are going to have problems 
between our two countries but that we must “go to the past and 
look to the future” when we are trying to solve them. President 
Eisenhower stated one of his strongest convictions is his belief in the 
sanctity of treaties. The President said that in his dealings he “won't 
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be guilty of injustices”. He asked President Arias to communicate 
with Ambassador Harrington at anytime who will get the informa- 
tion to the White House. 

President elect de la Guardia raised the question of the 10% tax 
on transportation. The President stated he was not familiar with the 
details. Assistant Secretary Holland said the news on this point was 
good since only last wee a bill to abolish the tax had been reported 
out of committees in both houses. 

In connection with the statement that Panamanians were often 
disappointed that it took so long to obtain action from Washington 
the President-elect said that the Chase Bank here had a good deal of 
autonomy and could act on its own. On the contrary, he said, the 
National City Bank had to refer most matters to its head office in 
New York and, in consequence, Panama’s relations with the Chase 
Bank were better than they were with the National City Bank. 

Secretary Dulles said he kept up with Panamanian matters but 
necessarily not as to detail. He pointed out he was constantly being 
confronted with international problems of grave import. 











140. Memorandum From the President to the Secretary of 
Defense (Wilson)' 


Washington, July 25, 1956. 


While I was in Panama, the President of that country told me 
that in certain instances the arrangements between the Canal author- 
ities and his country were not, in his opinion, working fairly, or 
were tending in such a way that he foresaw future trouble. 

I recall instances that he mentioned specifically. The first had to 
do with the tax on liquor. It being manifestly impossible to establish 
custom guards or any kind of surveillance on the numerous roads 
leading from the Zone into Panamanian territory, it is clear that if an 
article can be purchased much more cheaply in the Zone than in 
Panama, smuggling will occur. He said that this was the case in the 
matter of liquor. As I understand it, Zone personnel, whether in the 
civil or military service, are able to purchase liquor at such a low 
rate of taxation that the total price in the Zone is little more than 
one-third what it is in Panama. He pointed out that the liquor tax 





' Source: Eisenhower Library, Whitman File, DDE Diaries. 
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was an item on which they had to depend for considerable revenue 
and that the existing situation was working great hardship on them. 

Another point of complaint was what he termed the “slowness” 
in securing action on any Panamanian complaint or protest. He said 
that while the Ambassador was always readily available for hearing 
a complaint and forwarding it promptly to Washington, when a 
matter got into the hands of the Defense Department and the Canal 
authorities, seemingly endless delays ensued. With respect to this 
one, I told him that I would ask you to keep as close touch with 
such matters as possible so that you could personally determine that 
no unwarranted delays occurred. 

He then referred to a difficulty that he foresaw as arising out of 
the recently concluded treaty. One article of that treaty provides for 
equal pay for equal work. But the President said that a system of 
work classification was being developed which the Panamanians 
were fearful was designed to place all the Panamanians in the lowest 
of pay categories. He asked assurance that entry into any grade 
would be strictly on merit, conducted by fair examination. To this I 
replied that the United States was in the habit of maintaining the 
spirit as well as the letter of its treaties. 

I bring these matters to your attention because, first of all, I 
know that you would want to know of them. My more important 
reason is, however, that we must be exceedingly careful that the 
future years do not bring about for us, in Panama, the situation that 
Britain has to face in the Suez. 

Local politics can feed on resentments brought about by real or 
imagined injustices to the native population. I think it behooves us 
to be scrupulously fair and considerate of Panamanian problems, and more than 
ready to meet them halfway, in any matter that seems to require adjust- 
ment between us, but without incurring the risk of divided control or 
beclouding our clear title to ownership. 

D.D.E.’ 





? Printed from a copy which bears these typed initials. 
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141. Memorandum From the Acting Secretary of the Army 
(Finucane) to the Secretary of Defense (Wilson)' 








Washington, July 31, 1956. 
SUBJECT 
Arrangements Between the Panama Canal Authorities and Panama 


1. In accordance with our discussion on 26 July 1956, I have 
reviewed the situation and actions concerning the points mentioned 
in the President’s memorandum to you dated 25 July 1956.7 I am 
convinced that the United States, as represented by officials of the 
Departments of State, Defense and Army, has been scrupulously fair 
and considerate of Panamanian problems while at the same time 
assuring that proper United States treaty rights in the Canal Zone 

2. The United States has had the right since 1903 to import all 
items into the Canal Zone free of any Panamanian duty. However, 
President Roosevelt's Executive Order of 1935 in effect grants a 
monopoly to Panama on sales of liquor for consumption in the 
Canal Zone and subjects all liquor consumed in the Canal Zone to 
Panamanian taxation. This taxation finally became excessive. There- 
fore, in the 1955 Treaty, Panama agreed to effect a 75 percent 
reduction in this taxation as long as the United States continues to 
require that purchases be made from Panamanian merchants. The 
availability of alcoholic beverages at a reduced price when sold for 
importation into the Canal Zone does raise a smuggling problem. 
However, administrative control procedures are in effect which limit 
liquor purchases to a reasonable amount. 

3. With regard to fair treatment for Panamanian employees, 
implementing legislation for a single wage plan for Canal Zone 
agencies has been submitted to Congress but not yet enacted. Before 
the legislation was requested, the plan was reviewed to insure that it 
would comply with the letter and spirit of the Treaty by the State 
Department; the military departments; the Canal Zone Government; 
the Presidential Advisor on Personnel Management, Mr. Philip 
Young; the Special Counsel to the President, Mr. Gerald D. Morgan; 
the Administrative Assistant to the President, Mr. Bryce N. Harlow; 
and officials of the Bureau of the Budget. This single wage plan, 
when implemented, will insure equality of treatment as positions 
will be classified without regard to nationality of the incumbent or 





* Source: Eisenhower Library, Whitman File, Administration Series. Secret. This 
document was included in a folder entitled “Wilson, Charles E. 1956.” 
Supra. 
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proposed incumbent. Rates of pay for positions which can be filled 
by local recruitment will be based on local wage rates, and rates of 
pay for positions for which recruitment is required in the United 
States will be based on rates of pay in the United States. In 
actuality, the present and proposed wages are substantially greater 
than those in effect for similar jobs in the Republic of Panama. The 
Treaty itself provides for overseas differeritials and an allowance for 
those elements, such as taxes, which operate to reduce the disposable 
income of a United States citizen employee as compared to a non- 
United States citizen employee. Security positions are excluded from 
the equality provisions of the Treaty. 

4. Evidence of fair relations beyond the letter of treaty commit- 
ments includes: a recently instituted wage increase at a cost of about 
$1,200,000 a year; accommodation since 1950 of members of the 
Panamanian Guardia Nacional (a total of 199 students through 1955) 
in the Military Police and Signal Courses of the U.S. Army Caribbe- 


5. With regard to Panamanian allegations of “seemingly endless 
delays,” I consider that there are no unjustifiable delays by the 


government actions. For example: the United States requested, in 
November 1955, that the Republic of Panama make available two 
parcels of jungle, hill-top land (approximately 12 acres) for the 
erection of essential radar stations for the Nike Battalion to be 
to the Canal Zone. Despite United States insistence that 
the language and intent of the 1936 treaty clearly establish the basis 
for such cooperation, the Republic of Panama has not yet granted 
the use of these areas to the United States. 


by Mr. 
cerning the points mentioned in the President's memorandum.’ | 
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7. In accordance with your suggestion, Mr. Roderick plans to 
leave for the Canal Zone on 2 August, as a follow-up on the 
President's trip. 

8. This memorandum is classified Secret because of the reference 
to radar sites in paragraph 5 above. Other information included can 








142. Memorandum From the Acting Officer in Charge of 
Central American and Panama Affairs (Sowash) to the 
Deputy Assistant Secretary of State for Inter-American 
Affairs (Rubottom)' 


Washington, July 31, 1956. 
SUBJECT 
Effect of the Suez Situation on Our Position in Panama 


There can be no doubt that Egypt's seizure of the Suez Canal’ 
could have important repercussions upon our own position on the 
Isthmus of Panama. The Panamanians, unable or unwilling to see 
beyond the superficial analogies between the two situations, have 
made no secret of fact that they follow with keen interest the 
developments at . The Government of Panama unquestionably 
looks to the day when it will be able in one way or another to 
emulate the recent action of . There is quiet talk from time to 
time in even responsible circles in Panama of eventual nationaliza- 
tion or internationalization of the Panama Canal. Within the last few 
months an ex-Foreign Minister, who has always shown himself to 
be friendly toward the United States, remarked to our Ambassador 
that “Now Egypt has her canal and we shall someday have ours.” 

Unable to challenge our position in the Canal Zone by threat of 
force, the Panamanians instead have concentrated their efforts upon 





*Source: Department of State, Central Files, 919.7301/7-3156. Confidential. 
Transmitted through Acting Deputy Director of MID Hoyt. 

*On July 26 Egyptian President Gamal Abdel Nasser announced that he had 
signed into law a Presidential decree nationalizing the Suez Canal Company. 
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a gradual and insidious undermining of and encroachment upon our 
treaty rights in the Zone. This drive has been accelerating ix the past 
two decades. Under the leadership of Dr. Ricardo Alfaro’ the Pana- 
manians have evolved a forced and distorted interpretation of the 
existing treaties between the United States and Panama which runs 
counter to the position of this Government with respect to its treaty 
rights. Panama’s thesis would restrict the exclusive jurisdiction 
claimed and exercised by the United States in the Canal Zone under 
Article Ill of the 1903 Treaty to the five fields of the construction, 


rights in all other fields of activity in the Zone. The United States 
position is that, in accordance with Article Ill of the 1903 Treaty, she 


to countenance the exercise by Panama of jurisdiction in 

except in those instances authorized by specific treaty provision, and 
all such attempts on the part of Panama have been vigorously 
protested by formal note. Such notes are usually not answered by 
the Government of Panama. The issue is constantly in the back- 
ground in our relationships with Panama. 

The Panamanians’ present stratagem appears to be to create as 
many precedents as possible in support of their contention. During 
the 18 months of negotiations which led to the agreements signed 
with Panama in January 1955 many of the Panamanian proposals 
were predicated on the Panamanian thesis and, while dealing with 
seemingly insignificant matters, had to be rejected forthright by this 
Government since their accommodation would have encroached 





* Former President of Panama and member of the Panamanian Foreign Relations 
Council. 
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upon our treaty rights with consequent impairment of our funda- 








. 


Knowing with what thoroughness and care the Government of 
Panama will scrutinize every possible precedent in support of their 
aspirations ultimately to obtain control of the Panama Canal, it 
behooves this Government, in the decisions which now confront it 
as a result of the recent developments in the Suez, constantly to bear 
in mind the possible repercussions which decisions with respect 
thereto may have upon our own position on the Isthmus of Panama. 
This applies equally to any press statements by officials of this 
Government with respec: to the Suez crisis. | earnestly recommend 
that this aspect of the matter be brought to the attention of the 


i 
i 


this 
con 


i 


ie 
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143. Circular Telegram From the Secretary of State to Certain 
Diplomatic Missions’ 





Washington, August 3, 1956—5:33 p.m. 


85. Joint State-USIA. Egyptian seizure Suez Canal and resultant 
developments causing public comment on US position Panama Canal 
Zone. Avoidance initiation amy discussion linking status Panama 
Canal with Suez Canal problem will further our foreign policy 
cbjectives. Any USIS material relating to US rights in Canal Zone 
within context of discussion of Suez seizure should be based on 
statements by President or Department and factual reporting of 
statements from Panamanian or other sources which look favorably 
on US.-Panamanian relations concerning the Panama Canal. Posts 

Dulles 





* Source: Department of State, Central Files, 611.1913/8-356. Confidential. Draft- 


pouched to 15 additional posts, and sent for information to Ottawa. 





144. Memorandum From the Deputy Assistant Secretary of 
State for Inter-American Affairs (Rubottom) to the 
Secretary of State’ 


Washington, August 6, 1956. 
SUBJECT 
The Panama Canal in the Light of the Suez Crisis 
In view of the attempts of Egyptian spokesmen and others to 


link the settlement of the Suez Canal crisis with a change in the 
status of the Panama Canal, the following points may be of interest: 





* Source: Department of State, Central Files, 611.1913/8-956. Confidential. Draft- 
ed by Sowash and Kreig and transmitted to all (20) diplomatic missions in Latin 
America in circular airgram 1281, August 9. (/bid) 

At a meeting of the Secretary's Staff on August 2 Acting Secretary of State 


Bureau of Inter-American Affairs to prepare a study of the problems which existed or 
might arise in the Suez crisis which had a parallel in or relationship to the Panama 
Canal. 
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1. The treaty status of the Panama Canal greatly differs from 
that of the Suez Canal.* The Suez Canal Company is a private 
company operating in territory under Egyptian jurisdiction and 
under a concession that expires by its own terms in 1968. The 
Panama Canal is operated by an agency of the United States 
Government in an area granted in perpetuity to the United States in 
which the United States exercises broad rights of sovereignty to the 
exclusion of exercise of such rights by Panama. A summary of the 
basic differences in the status of the two canals is attached ;! «' A). 

2. The grant of the Canal Zone under the 1903 Convention is 
made in perpetuity and in the 1955 Treaty Panama specifically 
agreed that the provisions of the 1903 Convention, as well as those 
of the 1936 and 1955 Treaties, may not be modified except by 
mutual consent. 

3. By article Il] of the Hay-Pauncefote Treaty of 1901° between 
the United States and Great Britain it was agreed that “The Canal 
shall be free and open to the vessels of commerce and of war of all 
nations observing these Rules, on terms of entire equality, so that 
there shall be no discrimination against any such nation, or its 
citizens or subjects, in respect of the conditions or charges of traffic, 
or otherwise.” 

4. Panama openly aspires to limit our exclusive jurisdiction in 
the Zone, with a view to ultimate joint control and administration or 
possibly internationalization of the Canal. To this end the Panama- 
nians have evolved a distorted interpretation of Article [Il of the 
1903 Treaty which would restrict the exclusive jurisdiction of the 
U.S. in the Canal Zone to the five fields of construction, operation, 
maintenance, sanitation and protection, leaving jurisdiction in all 
other fields to Panama. We do not agree with this interpretation and 
Panama is unable to challenge with force our position in the Canal 
Zone. 

5. Panama’s current endeavor appears to be to establish prece- 
dents in support of her views on jurisdiction within the Canal Zone 
and to this end will scrutinize carefully all statements and positions 
of this Government with respect to the Suez crisis. 

6. It is possible that Panama will someday try to take the United 
States before the International Court of Justice on their basic differ- 
ences with respect to United States treaty rights in the Zone. 

7. Acquiescence in the Panamanian interpretation of Article III, 
1903 Convention, would result in administrative chaos within the 








* At a meeting with British officials in London on August 1, including British 


Foreign Secretary Selwyn Lloyd, Secretary Dulles explained what he believed were the 
a between the status of the Panama Canal and the Suez 


For text, see 32 Stat. 1903. 














result in demands for the consideration of the internationalization of 
the Panama Canal in the UN or OAS forums. 
A discussion of the current situation of the Panama Canal in the 


BASIC DIFFERENCES BETWEEN THE SUEZ AND PANAMA 


Panama Canal 


grant to the United States and is 
operated by a governmental 
agency. 
3. Panama Canal is in the 
Canal Zone over which Panama 
has granted United States exclu- 
sive jurisdiction. 

4. The grant to the United 
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6. Construction, financing 6. Construction, financing 
and management is international. and management not interna- 
tional—undertaken by United 

States alone. 











145. Memorandum From the Deputy Assistant Secretary of 
State for Inter-American Affairs (Rubottom) to the 


Secretary of State’ 
Washington, August 7, 1956. 
SUBJECT 
Estimate of Canal Problem in Latin America; Your Briefing of Latin 
American Ambassadors Today 


1. Press reaction—generally favorable to Western position. 

2. Government reaction—most appear to be watching and wait- 
ing; believe they will support us once informed. 

3. Attitude of Panama. 


(b) Telegram this morning reports statement attributed to Pana- 
manian government spokesman adverted to their traditional position 


sions rt the 1903 Treaty, several times amended in Panama’s 
favor, last in 1955. Her efforts would probably be attended by wide 


publicity. 


4. Our official line for the present with Latin American Govern- 
ments should be to explain fully our unassailable moral position on 
Suez Canal problem. Your briefing this morning should be followed 
by telegraphic report to all our Embassies so that Ambassadors can 
discuss subject fully with Foreign Offices. 





* Source: Department of State, ARA Files: Lot 58 D 691, Suez Canal—Panama 
Canal 1956. Secret. This memorandum was routed through the Executive Secretariat 
ore ae Se ee, Cee oe Ot ee ae Oey ae 
Macomber, Jr., Special Assistant to the Secretary of State, indicates that Dulles was 
informed about the contents of this memorandum. 

? Apparent reference to telegram 118 from Panama City, August 6. (/bid., Central 
Files, 396.1-LO/8-656) 
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5. At the same time we should consider a carefully planned 
effort through . . . informational media to disassociate the questions 
of the Suez and Panama Canals. 





146. Editorial Note 


On August 8 President Eisenhower held a news conference 
devoted primarily to a discussion of the Suez Canal crisis. During 
the course of the conference, he pointed out that the Suez Canal 
became an international waterway as a result of the treaty of 1888. 
This was completely unlike the Panama Canal, he continued, which 
was “strictly a national undertaking carried out under a bilateral 
treaty.” Excerpts from the President’s remarks were transmitted to 
Assistant Secretary Holland, who was in Panama as part of a larger 
visit to several Latin American nations, in telegram 95 to Panama 
City, August 8. (396.1-LO/8~856) For the full transcript of Eisen- 
hower’s press conference, see Public Papers of the Presidents of the United 
States: Dwight D. Eisenhower, 1956 (Washington, United States Govern- 
ment Printing Office, 1957), pages 660-671. 

At 11:30 a.m. that same day, the President met with Secretary 
of State Dulles to consider Suez developments. Eisenhower and 
Dulles briefly discussed the relationship between the Suez Canal and 
the Panama Canal. According to Dulles’ memorandum of that con- 


versation, the following exchange took place: 


“I mentioned to the President that there was some indication 
that Panama was into contact with Egypt. The President 
indicated considerable annoyance and stated that if we left the 
Panama Zone we would take the locks with us. He again reverted to 
$e fo roe re een & coe See ee eo 

the wan pw Ke building an alternative route in Nicaragua 


so that we would not be subject to blackmail.” 
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147. Memorandum of a Conversation, Panama City, August 9, 
1956' 








From Panama United States 
President Arias Ambassador Julian Harrington 


Acting Foreign Minister Molino Assistant Secretary Henry Holland 
Harmodio Arias” 
Dr. Octavio Fabrega 


The first three hours of the meeting were taken up by a long 
rehearsal by the Panamanians of different complaints regarding U.S. 
implementation of ti - treaty between us. That will be reported in a 
separate memorandum.” 

At the end of this period I raised the problem of the Suez 
Canal. The Panamanians showed some surprise and said that they 
had not intended to raise the problem. I said that I would like to do 
so because I felt confident that it was one upon which they had 
been thinking heavily and that I felt it was one of importance 
between our two countries. 

Prior to the conference I had undertaken to outline in my own 
mind a presentation which might be appealing to all of the different 
shades of thinking that I felt sure could be found among the 
President’s advisers, and which might persuade each of these groups 
to follow a line of temperance with respect to the Suez problem. 

I told the President and his advisers that I had, in my thinking, 





.” (ibid., 611.19/7-3156) Holland arrived in Panama 
returned to to the United States August 9. 
?Harmodio Arias Madrid, Chairman of the Panamanian Council 


> Not found in Department of State files. 
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I knew that some Panamanians favored eventual nationalization 
or internationalization of the Canal. If I belonged to this group I 
would see two possible courses. The first would be to try to 
intervene in the Suez problem, to identify Panama with Egypt and 
to draw analogies between the two canals. The second course would 
be to avoid any participation in the Suez problem and to await a 
more favorable time to pursue my objective. 

Of these two courses, the second seemed to me the better. The 
first would necessitate the immediate sacrifice of some exceedingly 
valuable short-term assets of Panama. These are the present good 
will of the United States people and Government and the intention 
of the administration to urge favorable action by the next Congress 
on the legislation appropriating funds to construct the bridge across 
the Canal, the legislation regarding equal pay rates in the Zone and 
the legislation transferring to Panama certain lands and other assets 
covered by the recent treaty amendment. Likewise, the first course 
would necessitate Panama’s identifying herself with the enemy of 
the United States and of Panama, since it is probable that Soviet 
Russia will align herself with Egypt. 

As a Panamanian, my objective might be the continuation of the 
present arrangement between the United States and Panama regard- 
ing the Canal. If this were my objective, then I would be intent on a 
course of action having two major features. The first feature would 
be to neutralize the efforts of three local groups which will surely 
try to embarrass the Government of Panama with respect to the 
Suez problem. These groups are the local communists, the local 
sector which favors nationalization of the Panama Canal and the 
local opposition to the existing Government. As a defense against 
the activities of these three groups I would publicly evidence intense 
interest in the Suez problem; I would publicly express a desire to 
participate in the London Conference, but I would be exceedingly 
careful to avoid the slightest possibility of actually being drawn into 
that Conference. If Panama were to be included in the London 
Conference it would be inevitable that she would be forced to adopt 
a position which would prejudice the Government. Panama would 
have to identify herself either with the Egyptian point of view or 
with the U.S. point of view. In the first case, she might sacrifice the 
enormous asset represented by present U.S. good will toward her. In 
the second case, the Government might find itself embarrassed 
domestically and exposed to the attacks of the three opposition 
groups mentioned above. 

The second feature of my course of action if my objectives were 
continuance of the existing Panama Canal regime would be to seek 
to extract from the Suez dispute something of legitimate benefit for 
Panama. I thought I saw an opportunity to do this. For some time 
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Panama and the United States have been negotiating regarding the 
acquisition by the United States of the right to establish radar and 
defense installations on two hilltops adjacent to the Canal Zone. If, 
at this time, when the public of the United States is deeply con- 
cerned about the implications of the Suez problem and, particularly, 
its possible effect on our interests in the Panama Canal, Panama 
were to grant these defense sites, the effect on the public and 
Congress of the United States would be very favorable. The Govern- 
ment and people of the United States would take this as a coura- 
geous demonstration of solidarity on the part of Panama. This is 
exceedingly useful to Panama at this time. We foresee great difficul- 
ties in achieving enactment by the next Congress of the legislation 
implementing our last treaty revision and described above. The labor 
unions are going to oppose the legislation regarding equal salaries. 
The shipping interests are going to oppose the construction of the 
bridge, because they fear that its cost might result in increased 
charges for transiting the Canal. The good will which would be 
generated by an authorization of the radar sites would, in my 
judgment, be an important factor in achieving favorable action on 
the legislation at the next Congress. 

I concluded by saying that as between the two basic objectives, 
nationalization or internationalization of the Canal, and continuation 
of the present situation, I felt that the second was the one which 
most served Panama’s interest. If the Canal were internationalized or 
nationalized, the present peculiar relationship between Panama and 
the United States would, of course, come to an end. That relation- 
ship is one which has in the past and will in the future produce real 
benefits to Panama. These benefits are, in ali probability, considera- 
bly more valuable than would be those which she might derive from 
the Canal even if it were nationalized. 

At the conclusion of my remarks, Dr. Harmodio Arias asked if I 
had not observed that the Government of Panama had been follow- 
ing precisely the course that I had recommended. I replied that this 
was true; that I thought that the Government had done exactly what 
I felt most served the interests of Panama. It had expressed a keen 
interest in the Suez problem; it had expressed a desire to participate 
in the London Conference. This should fully protect it against the 
attacks of the local opposition sectors I had mentioned. Now the 
Government should desist from further statements on the subject; 
otherwise, it might find itself unwillingly embroiled in a problem 
which could only prejudice the interests of Panama. 

Later in the evening, Dr. Arias stated to Ambassador Harrington 
that the discussion of the Suez problem had been helpful to him, 
because he had been under considerable pressure from some of the 
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more nationalistic elements of the Government to follow a different 
policy. 

Later in the same evening, I had a further conversation with the 
Acting Foreign Minister, Mr. Molino. He assured me that in his 
judgment the existing relationship between the United States and 
Panama as regards the Canal held benefits for Panama far exceeding 
in value anything that could be derived from any nationalized or 
relationship as a sort of a partnership between Panama and the 
United States. Any change would mean that, at best, other nations 
would participate in the benefits of that partnership. 

From all the foregoing, it is my feeling that, if Panama supports 
us at this time, it will be a factor which she will use for years to 
come in negotiations with us on the many economic problems that 
arise in connection with the Canal. 

In our subsequent conversation, Mr. Molino stated that he had 
directed the Panamanian Ambassador in Rome,‘ who is also accred- 
ited to Cairo, to go there and maintain contact with the Egyptian 
Government for the purpose of keeping Panama informed. I told him 
that I felt that this might prove to be a mistake, and that it might be 
better for him to advise his Ambassador to stay away from Cairo. 


course of the negotiations in London.* 
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148. Telegram From the Acting Secretary of State to the 
Embassy in Panama’ 








Washington, August 15, 1956—7:43 p.m. 


107. For Ambassador. Re Secto 1 repeated Panama.* Ambassador 
may wish recall to Panamanians Holland’s recommendation further 
public statements identifying Panama with Suez dispute might well 
imperil U.S. public and governmental good will necessary for passage 
legislation implementing 1955 Treaty. This would certainly include 
nuisance tactics by Panamanian Ambassador London.’ By its state- 
ments already published Panamanian Government has fully protect- 








Memorandum of a Telephone Conversation, Between the 
Ambassador in Panama (Harrington) and the Acting 
Officer in Charge of Central American and Panamanian 
Affairs (Sowash), August 17, 1956’ 


Long Distance Conversation with Ambassador Harrington in Panama City 


Ambassador Harrington called me from Panama at 11:00 o'clock 
this morning. The conversation covered the following topics: 

1. The Ambassador said that Panama had again rejected the 
United States position with respect to Article [I of the 1936 Treaty 
in connection with the United States request for radar sites in 





* Source: Department of State, Central Files, 611.1913/8-1756. Confidential. 
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1 


Jr., was elected President of Panama in May 1956. 


+ 
: 


3. The Ambassador stated that he was also sending by cable the 


text of a protest regarding the London Conference made by the 


a 
n a 


Roderick’s visit to the Isthmus.’ He thought that it was particularly 





Secretary Roderick believe should be issued at the conclusion of Mr. 











Ge Ui 
fait vi 
F hls 








242 HHH 


larly 





the Department of State’ 





I have read the above reference circular and the enclosed materi- 
al with great interest and am glad to have this background material 


* Source: Department of State, Central Piles, 611.1913/8-2056. Confidential. 


It is perhaps a minor point but it seems to me that the reference 
* See footnote 1, Document 144. 


on page 4 of the memorandum to Panama’s “transformation from a 


Department's Circular Instruction No. CA-1281, August 9, 1956’ 


SUBJECT 


The Panama Canal in the Light of the Suez Crisis 


150. Despatch From the Ambassador in Colombia (Bonsal) to 
miserably misgoverned and backward province of Colombia” is 











He 














The impression which the memorandum gives me is that the 
United States stakes its position, first, on the correctness of our 
interpretation of Article III of the Treaty of 1903 and, second, on the 
fact that “Panama is obviously in no position to challenge our 

ition in the Canal Zone by threat of force.” It seems to me that 

indicate to us that these are rather 


decide the effectiveness of Panamanian opposition to our control of 
event that thi 


calls for a considerably higher order of statesmanship than mere 
reliance on the relationship between the United States Armed Forces 
in the area on the one hand, and the Panamanian National Guard on 


the other, or on our, no doubt correct, interpretation of a treaty 


signed 53 years ago with a country which, although it tends un- 

gratefully to forget it, at that time “owed its very existence as an 

independent republic” to the United States. I would also suggest that 

we would hardly wish to rest our case in discussing this matter with 
our friends in the other American republics on these points. 

I know from experience that it is an irritating and frustrating 

to deal with the Panamanians on Canal matters. I was 


rather than the military or legalistic 
of course, suggest that we should abandon our 


Philip W. Bonsal 
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151. Memorandum of a Conversation, Department of State, 
Washington, August 22, 1956’ 











PARTICIPANTS 
Deputy Secretary Reuben Robertson, Defense Department 
Admiral Radford, Joint Chiefs of Staff 
Acting Secretary Robert Murphy 


{Here follows discussion of the Philippine base negotiations. ] 

Panama. We had considerable discussion of general conditions in 
Panama affecting American interests and I voiced regret that routine 
operating problems such as wages paid to Panamanian laborers, 
commissary privileges, school facilities, etc., had created the volume 
of local dissatisfaction which seemed to be the case. I said that it is 
appreciated, of course, that some Panamanians attempt to exploit our 
presence in the area and that this psychology will undoubtedly 
continue to prevail. I raised the question of Nike sites and was 
pleased to obtain an immediate reaction from Admiral Radford to 
the effect that we are no longer interested in obtaining the Nike 
sites agreement from the Panamanians. He said that he and a 
number of others are opposed to the Nike program. It was agreed 
that we would simply have our Ambassador drop the matter without 
saying to the Panamanians for the moment at least that we had 
abandoned the project. I expressed the view that this reduction of 
our requirements would be most helpful in our present situation in 
Panama. 

{Here follows discussion of military relations with Brazil and 
Greece. ] 





* Source: Department of State, ARA Files: Lot 60 D 667, Panama 1956—Radar. 
Secret. Extract. Drafted by Murphy. 
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152. Letter From the Ambassador in Panama (Harrington) to 
the Assistant Secretary of State for Inter-American Affairs 
(Holland)' 





Panama, August 24, 1956. 


Dear Henry: In casting about for a sedative to curb the current 
upswing of Panamanian emotions arising from their disappointment 
over the benefits of the single wage scale provisions of the 1955 
Treaty, I can think of nothing that would have a more sobering 
effect than a revival of talk in Washington about the possibility of a 
sea level canal across Nicaragua. Assuming that there soon will be a 
need for more adequate canal facilities it seems unwise to me, purely 
from a military point of view, to put all our eggs in one basket by 
considering a sea level canal across Panama. Perhaps now is not the 
time to introduce the idea of another canal but it behooves us to 
take a careful look before considering any such move in Panama. 

Perhaps you can suggest a better palliative but the possibility of 
a canal across Nicaragua would soon bring about a realization among 





* Source: Department of State, ARA Files: Lot 60 D 667, Nicaraguan Canal Route. 
Official—Informal. 
? Printed from a copy which bears this typed signature. 





153. Memorandum of a Telephone Conversation Between the 
Secretary of State and the Assistant Secretary of State for 
Inter-American Affairs (Holland), Washington, August 29, 
1956, 8:44 a.m.’ 


H. said he has a matter he does not want to handle in writing or 
at staff meeting. Another agency has received from a usually reliable 





"Source: Eisenhower Library, Dulles Papers, General Telephone Conversations. 
Prepared in the Office of the Secretary of State. 
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source a report that the outgoing and incoming presidents of Panama 
met and agreed on a policy for the next administration to harp on 
the similarity to the Panama Canal of the Suez Canal. H. has a 
corresponding report from the local Time man. H. thinks we should 
ask the Nicaraguan Govt. confidentially if we can quietly send a 3- 
man team from Defense down to go over the course of the Nicara- 
guan Canal and compare conditions on the ground with plans, maps 
and studies we have and then leak it to the Panamanians. The Sec. 
said he is inclined to agree, but does not want to settle it on the 


phone. H. will ask for an appointment. 








154. Memorandum of a Conversation Between the Secretary of 
State and the President, Washington, August 29, 1956, 
9:30 a.m.' 


[Here follows discussion of developments regarding the Suez 
Canal crisis.] 

(4) I mentioned the attitude of Panama toward the Panama 
Canal and their conniving with Nasser and apparently deciding on a 
policy of making the Panamanian nationalization or internationaliza- 
tion of the Canal a major issue of Panama politics. I said this made 
me feel more than ever the desirability of instituting talks with 
regard to the Nicaragua Canal. I said I thought we needed to have 
some alternative. The President authorized me to proceed on this as 
soon as possible, pointing out that already ships were being built too 
big to go through the Panama Canal and that a sea level canal 
through Nicaragua would be much more practical. 

[Here follows discussion of matters unrelated to Panama.] 


JFD 


* Source: Eisenhower Library, Dulles Papers, Meetings with the President. Secret. 
Extract. 

















155. Memorandum of a Conversation Between the Secretary of 
State and the President, Washington, August 30, 1956, 
4:30 p.m.’ 


at his 
he had for a long time been in favor of that. There was need of 
more facilities and instead of putting, in effect, a second canal 
alongside the Panama Canal, it would be better to have the second 
canal further apart so that they would not 
risk either of natural or man-made destruction. 
[Here follows discussion of matters unrelated to 


i 
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z 


: 








JFD 
: : Eisenhower Library, Dulles Papers, Meetings with the President. Secret. 
156. Memorandum of a Telephone Conversation Between the 


Secretary of State and the Assistant Secretary of State for 
Inter-American Affairs (Holland), Washington, August 30, 
1956, 5:30 p.m." 


The Secretary called Holland and asked him what reaction he 
gotten from the Latin Ambassadors as a result of today’s 
briefing meeting. Holland said he had had questions to take up with 
certain of them but, knowing them as he did, he got the idea they 
were impressed. 

Sec. said the President said he might mention the Nicaraguan 
Canal at his press conference tomorrow. He suggested saying he had 
always been in favor of a more adequate waterway and he favored a 
duplicate one, putting them far enough apart so that they would not 


E 





"Source: Eisenhower Library, Dulles Papers, General Telephone Conversations 


Prepared in the Office of the Secretary of State. 
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covering this.* Holland said he would produce it (and did)—Holland 
said he thought it would be a big mistake for the Fresident to be 
opining on this subject now. It was a very emotional thing in 
Panama at the moment. Anything of that nature would be miscon- 
strued in Panama. He thought it very unfortunate were the Pres. to 
say this at this time. 

Holland said he would have ready some comment on this by 
tomorrow morning.’ 

(The Secretary said he wanted a note to remind him to speak to 











* A reference to the Bryan-Chamorro Convention of 1914; for text, see 39 Stat. 
1661. 

?In a memorandum to Dulles, August 31, Holland summarized the provisions of 
the Bryan-Chamorro Convention between the United States and Panama, which, he 
noted, was “the basic agreement which would govern our relations with Nicaragua 
should it become the intention of our Government to construct an interoceanic ship 

in that country.” (Department of State, ARA Files: Lot 60 D 667, Nicaraguan 





157. Letter From the Assistant Secretary of State for Inter- 
American Affairs (Holland) to the Ambassador in Panama 


(Harrington)! 
Washington, September 6, 1956. 


DEAR JULIAN: The suggestion contained in your letter of August 
24, 1956 of reviving discussion of construction of a sea level canal 
across Nicaragua definitely has propaganda possibilities and has been 
well received here. 

If used judiciously as a propaganda measure in an effort to 
bring the Panamanians to their senses, it may well cause the Pana- 
manian Government to pause and perhaps reflect upon the possible 
consequences of the course upon which it appears to have embarked. 
It did occur to me, however, that a reverse effect might result if 
instead the Panamanian Government should interpret the move as 
evidence of weakness or weariness on the part of this Government 





* Source: Department of State, ARA Files: Lot 60 D 667. Secret; Official—-Informal. 
Drafted by Price. 
* Document 152. 
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in the defense of our rights in Panama and thus inspire the Panama- 
nian Government to redouble its efforts for control of the Panama 
Canal. 

I have discussed the idea with the Secretary, Mr. Roderick, 
coe g een he pageant ogg pipe cnr hy ge ger 

and they have endorsed it as a good idea. If it is decided to act, to 
make any activity on our part more authentic, I am considering 
asking the Nicaraguan Government permission, in accordance with 
the terms of Article I of the Bryan—Chamorro Convention of 1914, 
to send a three to five-man survey team to Nicaragua to travel over 
one or more of the proposed routes that have already been surveyed. 
I think that if word of this action is picked up in Nicaragua by the 
Panamanians through their own intelligence channels the desired 
effect may be obtained. The possibility does exist that this Govern- 
ment may actually undertake the construction of such an inter- 
oceanic canal through Nicaragua to satisfy growing commercial and 
military demands. There is deep concern here over the current trend 
in Panama. 

If action is taken on your suggestion you will be informed 
immediately. 

Sincerely yours, 

Henry F. Holland’ 





> Printed from a copy which bears this typed signature. 





158. Memorandum From the Acting Assistant Secretary of 
State for Inter-American Affairs (Rubottom) to the 
Operations Coordinator (Richards)' 


Washington, September 19, 1956. 
SUBJECT 
Nicaraguan Canal Survey 
Mr. Holland has discussed the proposed Nicaraguan Canal Sur- 
vey with the Secretary, who it is understood, has given preliminary 
approval of the general idea. It would be conducted by a small team 


headed by a United States Army engineer. The purpose would be to 
impress Panama with the possibility of our exercising our option to 





* Source: Department of State, OCB Files: Lot 62 D 430, Luncheon Items. Secret. 
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construct a canal in Nicaragua in order to discourage possible moves 
by Panama, inspired by developments at Suez, to challenge our 








This plan should not be confused with the related proposal that 
we actually proceed with the construction of a canal in Nicaragua, 
even though this may some day be done. A decision to actually 
build such a canal will require detailed studies and consultation 
among the interested Government agencies. This decision does not 
lie with the Department of State, although State will of course have 
responsibility for the necessary international arrangements. Appro- 
priate legislation and a further agreement with Nicaragua and possi- 
bly Costa Rica, and others would be necessary. In view of the 

the instant plan, care must be exercised to avoid 
giving rise to undue hopes on the part of Nicaragua and possible 
inflationary effects upon the Nicaraguan economy, particularly since 
we cannot at this time take the Government of Nicaragua into our 
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practicability and cost of building a Nicaraguan interoceanic canal. 











159. Editorial Note 


At the first meeting of the Inter-American Committee of Presi- 
dential Representatives on September 19, José Isaac Fabrega, the 
Personal Representative of the President of Panama, presented a 
memorandum to Milton S. Eisenhower, Chairman of the Committee, 
regarding the implementation of the Panama Canal Treaty of 1955. 
At Fabrega’s request, Milton Eisenhower forwarded the 12-page 
memorandum and annex to President Eisenhower on September 19, 
under cover of a letter to Ann C. Whitman, the President’s personal 
secretary. On the same day, Colonel Andrew J. Goodpaster, the 
President’s Staff Secretary, transmitted the memorandum and annex 
to Secretary Dulles. “The President,” he explained, “would appreci- 
ate a report on the matter, looking to a reply to the Panamanians by 
himself or by the Secretary, as appropriate.” (Eisenhower Library, 
Whitman File, Dulles—Herter Series) The Committee of Presidential 
Representatives had been formed pursuant to a suggestion by Presi- 
dent Eisenhower during the meeting of the Presidents of the Ameri- 
can Republics at Panama. See volume VI, Documents 109 ff. 





160. Telegram From the Ambassador in Panama (Harrington) 
to the Department of State’ 


Panama City, September 19, 1956—6 p.m. 


211. During 2 hour private talk with President-elect De La 
Guardia today, I sought his assistance in reversing current trend in 
U.S.-Panama relations—a trend which can be expected to assume 
more serious proportions after the National Assembly convenes. | 
found De La Guardia to be equally concerned over present status 
our relations. The meeting was arranged at my request. 

I pointed out that it has been consistently our national policy to 
improve Panama’s stability and economy and that, given the impor- 
tance of the Canal Zone to Panama, it should be the announced 
policy of Panama to associate itself closely with the U.S. and to 
work harmoniously with the authorities of the Canal Zone. I ex- 
pressed the view that such a policy enunciated by him and support- 
ed by deeds would do much to ward off anticipated irresponsible 





* Source: Department of State, Central Files, 611.19/9-1956. Confidential. 
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discussion in the new National Assembly and elsewhere, and that it 
would create an atmosphere of mutual respect and confidence, 
would go a long way to offset the unfavorable impression that 
Panamanian support for Nasser has created in the U.S. and would be 
of substantial assistance to us in obtaining early Congressional action 
to implement 1955 treaty. I expressed the view that the highly 
skilled lawyers now serving on the Foreign Relations Council, rather 
than statesmen, seemed to be formulating Panamanian foreign policy 
and developing legalistic position which inevitably would widen the 
breach between us and lead to bad feeling and acrimonious debate in 
the press. I told De La Guardia that I would welcome the opportuni- 
ty of striving to achieve the sort of atmosphere I had in mind and 
that he could count on the whole-hearted support of the Governor 
and military authorities in the Zone. I said that the plight of 
Panamanian ‘workers who will soon lose commissary privileges (a 
matter about which the President-elect is known to be gravely 
concerned) is being carefully and sympathetically considered by the 
Canal Zone authorities and that while no automatic compensatory 
wage increase was contemplated by the negotiators of 1955 treaty 
the best interests of the workers and of Panama will always be 
borne in mind. I stated that in an improved atmosphere Panama had 
much to gain and conversely had much to lose by a continuation of 
the present trend. 

De La Guardia gave every evidence of welcoming my observa- 
tions and said that they merited serious consideration. He promised 
to get in touch with me at an early date concerning them. 

There is serious doubt in my mind that De La Guardia can 
persuade Harmodio Arias and Octavio Fabrega to alter their present 
course or whether he can restrain the members of the new National 
Assembly from making attacks against the U.S. and the failure of 
Congress to implement the treaty. Nevertheless the President-elect 
recognizes the need for improved relations and I feel reasonably 
confident that he will take advantage of his inaugural address to call 
for patience and understanding and possibly a neighborly approach 
to Canal Zone problems.” 

Harrington 














* Telegram 142 to Panama City, September 21, informed Ambassador 


Harrington 
as follows: “Department heartily commends your initiative and able presentation US 
viewpoint (Embtel 211) and is hopeful your plain-spoken approach will contribute to 
reversal present trend.” (/bid.) 
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161. Memorandum From the Secretary of State to the 


President’ 
Washington, September 28, 1956. 
SUBJECT 
Panamanian Memorandum on Certain Current Problems in United 
States-Panama Relations 


Responding to your request of September 19,” I enclose a report 


The United States position in these matters is 
with the provisions of the 1955 Agreements, the arguments of 
Panama notwithstanding. It is our policy to treat Panama justly and 


| 
Hf 
Mt 
H 


rights on the Isthmus and to insist that observance of treaty 
sions be mutual and complete. 
In view of the desirability of keeping these discussions 


in 
regular diplomatic channels, | propose, if you agree, to have the 
of 





2 See Document 159. 


source : 
should be in holding fast to basic principles and purposes of treaty.” 
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REPORT TO THE PRESIDENT ON THE MEMORANDUM OF 
THE GOVERNMENT OF PANAMA DATED SEPTEMBER, 1956 


The Panamanian delegate to the conference of the Inter-Ameri- 


Point 1 of the Memorandum treats of the expected increase in 
the cost of living to non-American citizens who work in the Canal 














pursuant to this Government's constant interest in the welfare of its 
employees and not because of any alleged obligation, implied or 
otherwise, in the 1955 Agreements. 

Point 2 of the Memorandum deals with the provision of Item 1 
of the Memorandum of Understandings Reached which provides for 
the establishment of a single basic wage scale in the Canal Zone, and 
expresses concern regarding the statements of certain high officials 
of the United States Government to the effect that, pursuant to the 


will have a basic wage level, the 
for appointment thereto without 


ity to partici- 
ucted for employees 


locally recruited employees. Under subparagraph (a) employees in 
any non-security position will receive the same base rate of compen- 
sation without regard to nationality and there is no intention that 
the rates of pay of individuals in the same job should vary with the 

















of the agreement with Panama. It was set forth in detail during the 
hearings on the Treaty before the Foreign Relations Commit- 


” as used in Item 8. Panama asserts that it 
can have but one interpretation, that of “possible”. Had “possible” 





The Panama Treaty: Hearings before the Committee on Foreign 

.. Ist Sess., on the Treaty of Mutual Understanding and Cooperation 

15, 18, and 20, 1955 (Washington, 1955). The Senate 

11, Report of the Committee of Foreign Relations on the 
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the supplying of goods for resale in the Canal Zone. However, that 
preference, while considered to be real and valuable, is not absolute 
or unlimited. The word “feasible”, far from being synonymous with 
“possible”, requires this Government to purchase merchandise for 
resale in the Zone from United States or Panamanian sources only if 
the object of purchase is available in the desired quality, variety or 
kind, in adequate quantity, at a reasonable price, and with adequate 
assurance of continuous supply. Failing any of these contingencies, 
the United States Government is free to purchase from sources in 
third countries, if it desires. The wording of Item 8 was deliberately 
chosen to permit appropriate competitive safeguards for the proper 
protection of this Government and the consumer in the Canal Zone. 
It is noteworthy that, despite this limited interpretation, Panamanian 
sales of goods and services to the Zone are steadily increasing, in the 


last quarter year alone registering a jump of over 50%. At the 
present rate these sales will exceed $20,000,000 for the current year. 





Memorandum From the Officer in Charge of Central 
American and Panama Affairs (Sowash) to the Acting 


Assistant Secretary of State for Inter-American Affairs 
(Rubottom)' 


Washington, October 2, 1956. 
SUBJECT 
Nicaraguan Canal Survey 


From the immediate viewpoint of its intended purpose vis-a-vis 
Panama and from the long range viewpoint of possible serious 
interest in actual construction of the Nicaraguan Canal, the proposal 
to proceed with an immediate survey of the proposed route across 
Nicaragua is both timely and desirable. Panama's obvious design to 
reap advantages from the present Suez controversy appears to be 
momentarily stymied by an apparent uncertainty in what direction 
to proceed at this time. She has clearly indicated her solidarity with 
the Egyptian position in various ways, most recently by inviting the 
Government of Egypt to send a special mission to the Panamanian 
inauguration on October 1. In his inaugural address President de la 





* Source: Department of State, ARA Files: Lot 60 D 667, Nicaraguan Canal Route 
1956. Secret. 
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Guardia stated that the treaties with the United States do not 
adequately meet Panama’s “national aspirations” and that he was 
confident that the problems in Panama's relations with the United 
States will ultimately be resolved in favor of Panama’s interests. 
There is obviously a continuing need for some gesture to impress 
upon Panama the possibility of our proceeding with a canal in 
Nicaragua which, insofar as Panama is concerned, would be in 
competition with the Panama Canal. A quiet survey by a small team 
of the Nicaraguan route, news of which would inevitably leak from 
Nicaragua, would seem an effective way of bringing Panama to some 
realization of the possible consequences of her present conduct. The 
same thought also has occurred to a number of Congressmen and 
Mr. Bonner’s* Committee on Merchant Marine and Fisheries report- 
edly is ready to announce a new interest on the part of Congress in 
a Nicaraguan canal. Several Panamanian press articles have taken the 
position that talk about a Nicaraguan canal is mere bluff on our part 
and an actual survey might give them some second thoughts. 

The assassination of President Somoza’ makes the present a 
somewhat less propitious time in which to approach the Nicaraguan 
Government on this subject than that which existed a fortnight ago. 
Presumably President Luis Somoza would welcome our initiative in 
this matter as much as his father. In many quarters in Nicaragua the 
proposed survey would be most welcome as a harbinger of consider- 
able future benefits to Nicaragua. In ultra-nationalistic and leftist 
quarters, it will be a tocsin of alarm for those who profess to see in 
the canal United States encroachment and domination. In short, it 
will be a pretty hot chestnut to hand the new Nicaraguan adminis- 
tration. For this reason I would suggest, if the Defense Department 
concurs in the survey proposal, that Ambassador Whelan be in- 
structed to sound out President Luis Somoza in advance of our 
actual request for permission in order to establish what the probable 
climate receptivity would be. A public turndown by Nicaragua on 
whatever grounds would be extremely counter-productive. 

At your meeting with Mr. Gray on October 3 I suggest that you 
continue to support a proposal for a survey of the Nicaraguan route 
by a small team of two or three engineers. So far as its effect upon 
Panama is concerned, the results should be greater if we go about 
this business very quietly and without publicity and allow Panama 
to learn of it first from its own intelligence sources in Nicaragua. 
Then, in reply to inquiries on their part we should simply confirm 
the presence of the survey team without further comment leaving 
Panama to draw its own conclusions. Ambassador Harrington has 








* Congressman Herbert C. Bonner (D.-N.C_). 
* President Anastasio Somoza died on September 29. 
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suggested that Governor Potter of the Canal Zone, who participated 
in the survey made in 1929 and 1930 of the Nicaraguan route and 
who was in 1931 amd 1932 the first chief of the Nicaraguan 
Hydrographic Office, be a member of the new survey party. His 
participation would not go ummoticed by the Panamanians. 

I understand that there is interest in the highest quarters in this 
Government in the possibility of actually constructing a Nicaraguan 
canal. This would be an extremely weighty matter to be considered 
by the several United States agencies involved. It should not be 


confused with the present proposal. 








163. Memorandum of a Conversation, Department of State, 
Washington, October 3, 1956' 


SUBJECT 
Radar Sites in Panama 
PARTICIPANTS 


Mr. Finucane, Under Secretary of the Army 

Mr. Bacon, Deputy Assistant Secretary of the Army 

Col. Hanford, Director of Western Hemisphere Affairs, Dept. of Defense 
Mr. Rubottom, Acting Asst. Secretary for Inter-American Affairs 
MID—Mr. Wollam 

MID—Mr. Sowash 


Advantage was taken of the call of Mr. Finucane and Mr. Bacon 
to raise the subject of our future course in the controversy with 
Panama regarding the United States request for radar sites in Pana- 
ma. While Mr. Bacon seemed to believe that these sites eventually 
would be needed, Mr. Finucane expressed great doubt that sites in 
Panama are needed. He said that technical developments in this field 
are taking place with such rapidity that the plans on which the 
United States request was based probably already are obsolete. It 
was pointed out to Mr. Finucane and Mr. Bacon that the United 
States request and our subsequent pressure for it were made at the 
request of the Army who assured us that the sites were essential to 
the defense of the Canal. This issue, it was further stated, had 
gravely affected our relations with Panama and probably had some 
influence on the attitude assumed by Panama with respect to the 





*Source: Department of State, Central Files, 711.56319/10-356. Confidential. 
Drafted by Sowash. 
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regarding Article II of the 1936 Treaty, this issue has jeopardized this 
Government's future use of Article II in obtaining defense sites in 








164. Letter From the Acting Assistant Secretary of State for 
Inter-American Affairs (Rubottom) to the Ambassador in 


Panama (Harrington)' 
Washington, October 5, 1956. 


DEAR JULIAN: I refer to your letter of September 11 addressed to 
Henry Holland in which you furthe discussed the subject of the 

















President have expressed their interest in the matter, both 
point of view of (1) a propaganda ruse for the purpose of 
the Panamanians to pause and give serious thought to revision of 


due to the following considerations: (1) the death of Somoza, (2) the 
difficult problem with which the new Government of Nicaragua 
would be confronted were a request made to send a survey team, or 
more difficult, the Bryan-Chamorro Treaty invoked, (3) the inaugu- 
ration of the new Panamanian President, it being the thought that 
his administration should be given a fair opportunity to demonstrate 
its policy and the course of action it intends to pursue in its 
relations with the United States Government, (4) nationalistic ele- 
ments in Central America and elsewhere would be expected to raise 
a hue and cry against the project and (5) the Government's present 
policy toward Panama, in the light of existing circumstances, and at 
the direction of the White House, is one of considerable tolerance in 
the inessentials but of holding fast where our jurisdictional rights are 
challenged. The five points are not listed in the order of discussion 
or necessarily in order of importance. It was also the feeling here, 
particularly in Defense, that to include Governor Potter in the 
survey team would put him in an impossible position vis-a-vis the 
Panamanians. 

Here the matter stands at the moment for use at such time in 
the future when circumstances warrant. Should you care to advance 
any argument to the contrary, please feel free to do so. 


Sincerely yours, 
Roy R. Rubottom, Jr.’ 


’ Printed from a copy which bears this typed signature. 
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165. Memorandum From the President to the Secretary of 
State’ 








Washington, October 10, 1956. 


Herewith is a copy of a note from the President of Panama that 
I should like for you to read.* 

As you know, I have in the past been completely sympathetic 
with some of Panama’s complaints as to our methods and practices 
of operation in the Canal Zone. 

Just what President de la Guardia had in mind when he said he 
had “almost despaired as to the present and future of our relations,” 
I do not know. I just think there is possibly here a problem with 
which the State Department should keep continuous and intimate 
touch. 

D.E. 

P.S. Please send me a draft of a possible reply to President de la 





Source: Department of State, Central Files, 611.19/10-1056. 
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166. Memorandum From the Secretary of State to the 
President’ 





Washington, October 17, 1956. 


SUBJECT 





Letter from the President of Panama* 


I have given careful thought to the note sent to you by 
President de la Guardia and I agree that it raises a serious new 
aspect of an old problem with which the Department of State has 
kept in close touch. A suggested reply is enclosed as you requested. 

President de la Guardia’s letter as well as the proposed reply 
must, of course, be considered in the context of our present delicate 
relations with Panama. A background memorandum setting forth the 
most significant recent developments is also enclosed. 

The suggested reply has been prepared with this background 
very much in mind and the phrasing carefully chosen to best 
promote our long-range policy objectives. 


John Foster Dulles’ 






{Enclosure 1]* 


SUGGESTED REPLY 


DEAR MR. PRESIDENT: I wish to acknowledge receipt of your 
letter of October 4, 1956 and to say how much I appreciate your 
generous expressions regarding our mutual friend, Nelson 
Rockefeller. I fully share your evaluation of him. I am confident that 
Ambassador Harrington and the other officials of the United States 
dealing with matters between our two Governments have the same 
friendliness toward Panama and warm interest in her welfare that 
you so rightly attribute to Mr. Rockefeller. 

I have read your statesmanlike inaugural address which reflected 
your optimism regarding the future course of our relations. I believe 
that much has been accomplished during the past few years. I well 
recall that when I assumed office there were pending before each of 
our Governments a number of requests made in good faith and with 
sincerity by the other. The recent revision of the treaties between 





* Source: Department of State, Central Files, 611.19/10-1756. Confidential. Draft- 
ed by Rubottom. 
See footnote 2, supra. 
* Printed from a copy which bears this stamped signature. 
* Drafted by Rubottom on October 16. 
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our countries has eliminated or established the basis for eventual 
elimination of many of the problems to which these requests relate. 
On the part of the Government of the United States, the draft 
legislation necessary for the implementation of those provisions of 
the 1955 agreements which are conditional upon Congressional au- 
thorization will again be submitted at the forthcoming session of the 
Congress. You may be assured that problems which arise in our 
relations will be given prompt and effective consideration. 

I cannot conclude this letter without expressing to you again the 
great satisfaction and inspiration which I, and I am sure every other 
President, derived from our historic meeting in the capital of your 
lovely country. I am particularly happy to have met you personally 
at that time and I take this opportunity to express to you my best 
wishes for your success and happiness during the term of office 
upon which you have just entered. 

Sincerely, 


{Enclosure 2}° 


CURRENT STATUS OF UNITED STATES-PANAMA RELATIONS 


President de la Guardia was inaugurated on October 1 for a 
four-year term as President of Panama. He has indicated a desire to 
improve the state of relations with the United States, and for this 
reason the Department and other interested agencies of this Govern- 
ment are seeking to strengthen his position in all appropriate ways. 
Our policy is guided by your directive that we should be generous 
in all small administrative details but hold fast to the basic principles 
and purposes of the treaties with Panama. Pursuant to this policy, 
the Panama Canal Company announced on October 13 an average 
nine percent wage increase for locally recruited labor in the Zone as 
tangible evidence of our desire to cooperate with his administration. 

While there is reason to hope, therefore, that the advent of the 
de la Guardia Administration may bring an improvement in our 
relations with Panama, President de la Guardia will first have to 
arrest a dangerous drift in Panama away from its traditionally cordial 
relations with the United States. The extremely generous treatment 
accorded Panama in the agreements signed on January 25, 1955 has 
failed to elicit from Panama a new attitude of appreciation and 
cooperation. Before the ink was dry on these agreements, high 
Panamanian officials were stating publicly that the agreements did 
not satisfy Panama’s aspirations and a deliberate campaign was 





* Drafted by Sowash on October 16. 














Panama 321 





launched to expand, by unilateral interpretation, many of the con- 
cessions made to Panama in these agreements. While inspiring a 
public belief that the United States is failing to comply with its 
treaty commitments, the Government of Panama has not hesitated to 
refuse to honor its own treaty obligations and has declined to 
cooperate in several recent requests of this Government, including an 
adamant refusal to make available under Article II of the 1936 
Treaty two sites for radar installations requested by this Government 
for the defense of the Canal and which would serve as well for the 
defense of Panama City. 

These problems are recent developments over and above the 
usual attempts at encroachment upon our jurisdictional rights in the 
Zone. The Suez controversy has given a new focus to these prob- 
lems. In her attempts to fish in troubled waters, Panama has openly 
displayed her sympathy with the Egyptian position in the obvious 
hope of establishing precedents favorable to her own long-term 
ambitions regarding the Panama Canal. She was the only American 
State to endorse Nasser’s call for a conference on the Suez, separate 
from the London meetings. 

Ex-President Ricardo Arias, in an unprecedented speech, sum- 
marizing the accomplishments of his Administration at the inaugura- 
tion of his successor on October 1, not only made only incidental 
reference to the Meeting of Presidents in July and failed to mention 
priority assistance given Panama by the United States in obtaining 
Salk vaccine, but also went out of his way to excoriate the United 
States and to charge the United States with failure to comply with 
its treaty obligations. His criticism of the United States has been 
enthusiastically endorsed by a resolution passed by the National 
Assembly. Despite this, Panama has requested agrément for Arias as 
next Ambassador to the United States. We expect to recommend 
that agrément be granted after a delay of sufficient length to make 
plain that his remarks have not gone unnoticed. 

In contrast, de la Guardia in his inaugural speech expressed 
confidence that the spirit of justice which moves the American 
people will result in the resolution of problems with the United 
States in a manner “favorable to Panama’s interests”. The reasonable 
and conciliatory attitude which de la Guardia thus far is displaying 
affords a basis for the hope that United States-Panama relations will 
be restored to their traditional cordiality. 
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167. Letter From the Assistant Secretary of Defense for 
International Security Affairs (Gray) to the Acting 
Assistant Secretary of State for Inter-American Affairs 
(Rubottom)’ 





Washington, November 27, 1956. 


DEAR MR. RUBOTTOM: We have recently been advised by the 
Department of the Army that their requirement for two radar sites 
in Panama, originally intended for use in connection with its then 
proposed Nike program in the Canal Zone, is still valid since they 
will be used for antiaircraft purposes. This places in a different light 
our decision taken in August to drop negotiations for these sites 
with the Republic of Panama. It is accordingly requested that 
negotiations with Panama be resumed at the earliest convenient 
time.” 


Sincerely yours, 
Gordon Gray 





* Source: Department of State, Central Files, 711.56319/11-2756. Secret. 

?In his reply of December 14, Rubottom stated that he would initiate the 
necessary action immediately to reopen negotiations with the Government of Panama 
through the Embassy for the purpose of obtaining the required radar sites. (/bid.) 
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168. Memorandum of a Conversation, Department of State, 
Washington, November 28, 1956’ 





SUBJECT 
Courtesy Call of Panamanian Foreign Minister Boyd 
PARTICIPANTS 


Mr. Aquilino Boyd, Foreign Minister of Panama 
Dr. Eduardo Ritter, Panamanian Ambassador to the United Nations for 


the 11th General Assembly 

Mr. Juan Méndez Mérida, Chargé d’Affaires of Panamanian Embassy 
Mr. Roy R. Rubottom, Jr., Acting Asst. Secy. for Inter-American Affairs 
Mr. Jack D. Neal, Director, Middle American Affairs 

Mr. William E. Price, Desk Officer for Panama 


1. Foreign Minister Boyd on behalf of President de la Guardia 
transmitted the cordial best wishes of the President to President 
Eisenhower and to Mr. Rubottom. He spoke of the Meeting of the 
Presidents in Panama during July and of the spontaneous ovation 
accorded President Eisenhower by the Panamanian people and the 
tremendous impression the President made. Mr. Rubottom thanked 
Mr. Boyd for the messages conveyed and commented that President 
Eisenhower had personally told him how much he had enjoyed the 
meeting at Panama, the hospitality that he had received at the hands 
of the Panamanians, and that he would like to return. 

2. Mr. Boyd stated there were several matters pending between 
our two Governments which he would like to discuss: implementa- 
tion of Items 1 and 2 of the Memorandum of Understandings 
Reached of the Treaty of 1955, and his Government's interest in 
having appropriate legislation passed by Congress as soon as possible 
during its next session. He also mentioned Panama’s interest in 
having the funds appropriated for construction of the bridge over 
the Pacific end of the Canal. Mr. Rubottom explained that an 
Omnibus Bill* was presently being considered by the Bureau of the 
Budget which contained the legislation for implementing Items 1 and 
2 of the Memorandum of Understandings Reached and also that a 
bill requesting appropriation of the funds to construct the bridge 
was also in the Bureau of the Budget. He added that both bills are 
receiving the recommendation and full support of the Department of 
State. Mr. Boyd said he appreciated this support and would inform 
President de la Guardia accordingly. 





* Source: Department of State, Central Files, 611.19/11-2855. Confidential. Draft- 
ed Price. 
Reference is to H.R. 6709, introduced on March 1, 1957. 
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3. In connection with Item 1 of the Memorandum of Under- 








4. Minister Boyd referred to Item 2 of the Memorandum of 
Understandings Reached concerning the transfer of certain properties 
which he stated were deteriorating through non-use and vandalism. 


it would be possible for the Department of State to 

behalf of Panama in order to obtain relief for payment 

higher freight rates. Mr. Rubottom explained this was a 

which he felt the Department of State could not properly 

interest itself though he sympathized with Panama’s predicament 
and lamented the adverse effect it had on Panama's economy. He 
suggested, however, that the Panamanian Government itself deal 
directly with the maritime companies who were members of the 
freight rate conference which seemingly controlled Pana- 
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ma’s ocean freight rates to determine what could be done. Mr. Boyd 
seemed to accept this suggestion. 

Mr. Boyd noted that the S/S Panama, a freight and passenger 
vessel of the Panama Canal Company, was being offered for sale 
and wondered if it would be possible for his Government to pur- 
chase the vessel, probably having in mind the thought that having 
ownership of such a vessel the Panamanian Government would be in 
a bargaining position in entering into discussions with the members 
of the conference in its effort to lower the freight rates. To this 
suggestion Mr. Price pointed out that he had understood from the 
Washington representative of the Panama Canal Company that the 
value of the vessel was somewhat in excess of $3 million and further 
that ownership could be transferred only to American interests, but 
he explained that these latter two points could be investigated to 
determine the validity of the statement. At the mention of the 
vessel’s value Mr. Boyd threw up his hands and indicated that such 
a purchase price was far beyond the capacity of the Panamanian 
Government but jokingly suggested that the Government be allowed 
to purchase it on credit. No reply was made to this latter suggestion. 

6. Mr. Boyd then spoke of the probiem of nautical inspectors. 


States Government in the Canal Zone and due protection must be 
. He added, however, that the problem was presently 
the Department of State and that he believed we 


for agreement were developed they would be sent 
Embassy in Panama for transmission to him. 

' . Rubottom expressed a hope for a more cooperative 

ttitude on the part of the Panamanian Government under the 


of friendship and good faith. He spoke of the two-way nature of 
such relations and that the United States Government for its part 
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would always consider all problems that arise in its traditional spirit 
of friendship and good will toward Panama. Mr. Boyd thanked Mr. 
Rubottom for this observation and stated the United States Govern- 
ment could always count on the Government of Panama as being a 
staunch friend. 

8. Mr. Rubottom then stated this Government's continued need 
to obtain two sites in Panama for installation of radar equipment 
and pointed out that over a year has passed since this Government 
originally made the request citing the second paragraph of Article Il 
of the 1936 Treaty as being applicable as a basis for the request. Mr. 
Boyd stated he was sorry about the delay and the attitude his 
Government had taken, which he blamed on the Foreign Relations 
Council, in considering the request but at this point felt that since 
his Government could not back down from the stand taken in which 
it rejected our claim that the provisions of the second paragraph of 
Article II of the Treaty of 1936 applied; that agreement could be 
reached very quickly on the basis of negotiation of a new treaty 
which would have to be submitted to the National Assembly of 
Panama for ratification. He further stated that in accordance with 
Panamanian law that when transfer of 
circumstances that the National Assembly must consider the treaty 
for ratification. 

9. Several times during the course of the visit, Mr. Boyd made 
the remark he wanted to take something back to Panama or he must 
show something to his Government. Mr. Rubottom assured him he 
was sympathetic to his wishes and understood his position but 
explained that the democratic process for handling pending legisla- 
tion could neither be hurried nor controlled. The problems pending 
in the Department for decision, however, could and would be 
expedited. 

10. The meeting terminated at this point. Upon departure from 
Mr. Rubottom’s office Mr. Boyd handed Mr. Price a memorandum 


listing the problems pending between our two countries.’ 











* Not found in Department of State files. 
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169. Despatch From the Ambassador in Panama (Harrington) 





to the Department of State’ 
No. 317 Panama City, February 14, 1957. 
REFERENCE 
Letter from the Counselor of the Department of State dated December 20, 
1956" 
SUBJECT 


US. Bases and Operating Facilities, Panama 


The following analysis and assessment of the situation in Pana- 
ma has been prepared by the Embassy and embodies certain sugges- 
tions and changes proposed by the Governor of the Canal Zone and 
Headquarters, Caribbean Command. It has been concurred in gener- 
ally by both the Governor and Caribbean Command. 


1. Local acceptance of and feeling of participation in LS. operations. 


a. Since its independence in 1903, Panama has generally fol- 
lowed a policy of cooperation with the United States and support of 
US. collective security policies. The matter has, of course, involved 
principally our operations in the defense of the Panama Canal. 

In Article II of the 1903 Treaty, Panama granted the United 
States in perpetuity the use, occupation and control of the Canal 
Zone and any other lands and waters that might be necessary for 
canal purposes, with specific mention of the protection of the canal 
as one of the functions involved. Our right to maintain armed forces 
and military installations in the Canal Zone under this Article has 
never been questioned, and these operations have always been fully 
accepted by Panama. In subsequent disagreements with Panama 
about the scope of our jurisdiction in the Canal Zone, Panama has 
frequently reiterated that the defense of the Canal is one of the 
functions which the United States may properly carry on in the 
Canal Zone under the terms of the 1903 Treaty. 

The inhabitants of this area have, ever since the days of the 
Spanish settlers, considered its principal asset to be its geographical 
location on this isthmus, and its economy is largely based upon the 





"Source: Department of State, Central Files, 711.56319/2-1457. Secret; Limited 
Distribution; No Distribution Outside Department. 

* In this letter, Douglas MacArthur [I informed the Embassy that, pursuant to an 
upcoming study by Frank C. Nash of U.S. overseas bases and operating facilities, it 
would be expected to prepare a report on U.S. bases and operating facilities in 
Panama. A questionnaire and proposed outline were enclosed, which formed the basis 
for 317. (/bid., 711.56319/12-2056) Nash formerly served as Assistant Secre- 
tary of Defense for International Security Affairs. 
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exploitation of this geographical position. The presence of military 
forces in the Zone is an important source of profit to the economy 
of Panama and one which Panama is glad not only to retain but to 
expand. 

Panama also depends almost entirely upon the U.S. forces in the 
Canal Zone for its defense, and has no regular armed forces of its 
own aside from the Guardia Nacional police force. This effects a 
very substantial saving in the cost of defense, and, although the 
existence of Panamanian armed forces would undoubtedly be wel- 
come in support of the national pride, there is no real pressure for 
the formation of such forces. 

In the field of international relations, Panama has on the whole 
given valuable support to our foreign policy objectives. In the United 
Nations, Panama has usually gone along with the West in opposition 
to the communist bloc, and in connection with East-West trade has 
been cooperative in following the lead of the United States. This 
cooperation has been especially valuable in the field of shipping, 
where the Panamanian Government, by Decree No. 631 of August 
18, 1951, has forbidden ships of the large Panamanian flag merchant 
fleet to enter ports of Communist China and other communist ports 
in Asia. 

During the Second World War, the United States developed a 
plan of defense entailing the occupation of many points in Panama- 
nian territory for airfields, gun emplacements, searchlight locations 
and the like. This plan was submitted to the Panamanian Govern- 
ment and was accepted in a formal agreement signed on May 18, 
1942, which made available to the United States the needed defense 
sites until “one year after the date on which the definitive treaty of 
peace which brings about the end of the present war shall have 
entered into effect.”” By a special informal arrangement, U.S. troops 
had already been in occupation of many of the bases for more than 
a year when the agreement was signed. Although this agreement, at 
the time of its termination, led to an acrimonious dispute between 
Panama and the United States, as will be discussed below, the 
granting of the bases contributed greatly to the strengthening of the 
defenses of the Canal and materially assisted the U.S. war effort. 
Panama also declared war on the Axis Powers with all possible 
speed and took immediate action to round up and immobilize Axis 
nationals who might become involved in sabotage of the Canal. In 
discussing this matter, Senator Mansfield‘ said in his sub-committee 
report, “The value of this help in support of the joint war effort can 
hardly be exaggerated.” 











* For text, see 57 Stat. 1232. 
* Michael J. Mansfield (D.-Mont.). 
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In discussing above the favorable attitude of Panama toward 
U.S. armed forces, reference has deliberately been limited to troops 
and installations located within the Canal Zone. While Panama has 
never been inclined to question our military activities in the Zone, 
the question of our troops and bases outside the Zone has evoked an 
entirely different attitude, one of bitter opposition except in cases of 
the most extreme emergency. 

By Article Il of the 1903 Treaty, Panama granted the United 
States, in addition to the Canal Zone proper, “any other lands and 
waters outside of the Zone above described which may be necessary 
and convenient for the construction, maintenance, operation, sanita- 
tion and protection of the said Canal or of any auxiliary canals or 
other works necessary and convenient for the construction, mainte- 
nance, operation, sanitation and protection of the said enterprise.” 
This concession came to be considered by the Panamanians as 
particularly onerous, and in Article II of the 1936 Treaty the United 

lands and waters in addition to 


the 1936 Treaty 
(copy attached), by which it was agreed that in the event of an 
“unforeseen contingency”, which required the use of additional 
lands or waters, the two governments would agree on such measures 
as might be necessary “in order to insure the maintenance, sanita- 
tion, efficient operation and effective protection of the Canal”. 

It has become apparent since the 1936 Treaty was signed that 
this provision is interpreted by Panama in a way quite different 
from what we understand the words to mean. It is significant that 
although the preamble to the 1942 Bases Agreement mentioned “the 
provisions of the General Treaty of Friendship and Cooperation, 
concluded March 2, 1936, to take all measures required for the 
effective protection of the Panama Canal”, no specific reference was 
made to Article II of that Treaty as the basis of the agreement. We 
understand that this omission stemmed from the refusal of the 
Panamanians to recognize the conditions prevailing in 1942 as con- 
stituting an “unforeseen contingency” as provided for in Article II of 
the 1936 Treaty. 

The attitude of the Panamanian Government was further dem- 
onstrated in the dispute over the date of termination of the 1942 
Bases Agreement and in the negotiations in 1947 by which we 
sought a more permanent arrangement. The question arose after the 
cessation of hostilities as to the meaning of the provision of the 1942 
Agreement regarding the time of expiration of the leasing of the 
bases outside the Canal Zone; whether, as the Panamanians contend- 
ed, the agreement should expire one year after Japan surrendered, or 
whether the United States could remain on any of the 134 wartime 
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bases until a year after the final peace treaty should be signed. An 
Agreement was eventually signed on December 10, 1947, which 
would have granted the United States the right to remain in 13 of 
the wartime bases for five years and in the important Rio Hato air 
base for ten years with an option of renewal for an additional ten 

years. Unfortunately, popular opposition influenced the National 
Adidiilie 48 Péatidia Gaaaliitedily tu iidsit Gio detailed tdsbuiias 
on December 22, 1947, on the ground that “it was not inspired by 
the principle of juridical equality of the contracting states and does 
not follow the principles of international law and the spirit of the 
inter-American defense system”. 

In negotiating the 1955 Treaty, a lease of the Rio Hato area for 
15 years as a training and maneuver area was included, and this 
valuable site is now available to our military forces. The agreement 
specifically states that Panamanian sovereignty is not affected, and 
as the agreement as a whole is highly favorable to Panama there was 
little opposition to it in the Assembly. 

During the period since November, 1955, the Embassy has been 
endeavoring to obtain from Panama, under the terms of Article II of 
the 1936 Treaty, the use of two hilltops in Panama near the borders 
of the Canal Zone as sites for radar installations to be used in 
connection with Nike equipment for the protection of the Canal. In 
this case, the Panamanian Government has again demonstrated its 
refusal to accept a reasonable interpretation of Article [I of the 1936 
Treaty. In response to our request, in which it was pointed out that 
the development of long-range, high-speed aircraft and guided mis- 
siles is an “unforeseen contingency” which clearly requires the use 
of sites at some distance from the Canal, the Panamanian Foreign 
Office replied that Article II of the 1936 Treaty was intended to 
provide for “only an extreme situation caused by a geographical 
phenomenon such as an earthquake or something similar” and that 
Panama could never agree that “an encumbrance could continue to 
hang over its territorial integrity”. There appears to be no likelihood 
that Panama will change this basic interpretation of Article II of the 
1936 Treaty. 

b. As it was pointed out above, Panama does not question our 
treaty right to maintain defense forces and installations in the Canal 
Zone, and these are recognized as sources of economic and security 
benefit to Panama. The reaction to a reduction in our forces in the 
Zone would undoubtedly be unfavorable. Such a reaction has been 
demonstrated in the past when it was occasionally necessary to 
declare Panama off limits for troops. On the other hand, any 
curtailment of our operations outside the Zone would no doubt be 
looked upon with approval by Panama, but since these operations 
have now been reduced to very small proportions, there is very little 
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ir further reduction. Our present holdings outside the 
Cape Mala lighthouse, radar station on Taboga 
Hato training and maneuver area are generally 
aati the the Peiiiditens 
a Sua de thc ttad Gee eae dats Palas Gon 
on the Canal would probably destroy Panama City 
ir two principal cities, this recognition is not real and 
to influence seriously their attitude toward the exten- 


radar sites we have repeatedly pointed out this 

the great security advantages that would accrue to 

Panama from these installations, we have not observed any apprecia- 

ble change in their adamant opposition to the granting of the sites 
under the 1936 Treaty. 


2. Points of friction with local population. 
a. With such a large number of military personnel passing freely 


as normal, and their impact upon our relations with Panama is not 
disturbing. Occasionally, however, a case arises which involves the 


impact is not sufficient to reduce the welcome that American troops 
with their ready cash enjoy in the terminal cities. 

The impact of the presence of our armed forces in the Canal 
Zone is limited by the fact that they reside in a separate jurisdiction, 
where they are housed, fed and generally provided for, and are 
thereby insulated to a great extent from direct contact with Panama- 
nians and their economy. Their presence in this area is not ordinarily 
separated in the Panamanian mind from the more general question 
of the presence of the United States in jurisdictional control of the 
Canal Zone, and Panamanian efforts are directed principally toward 
gaining more material benefits from our presence in the Zone. The 
standard of living of most of our personnel in the Zone is well 
below that of the Panamanian elite who contro! this country, so 
there is little incentive to exploit this as an emotional issue. 

b. The United States has maintained armed forces in the Canal 
Zone since 1903, and the local economy is therefore completely 
adjusted to their presence. Most of their housing and other require- 
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ments are supplied directly in the Canal Zone, quite independently 
of the Panamanian economy or through long-established channels to 
which the economy is fully adjusted. The dislocations usually associ- 
ated with the sudden appearance of large numbers of our troops in 
foreign countries are therefore lacking in this case. 

The principal complaints of an economic nature advanced by 
Panama concern the Panamanian desire to gain additional economic 
benefits from the Canal; a larger share of the Canal Zone market and 
higher wages for Panamanian employees of the United States Gov- 
ernment. Several such matters were dealt with in the 1955 Treaty 
and are now awaiting legislation by the United States Congress for 
their implementation. They involve not only the armed forces but 
the Panama Canal Company and other civilian agencies as well. 

c. Occupation of agricultural land by United States armed forces 
is a very minor problem in Panama. At Rio Hato, some farmers were 
displaced, but this had no serious repercussions and will soon be 
forgotten. 

d. The question of criminal juridiction over members of the U.S. 
armed forces while they are in the Republic of Panama involves 
principally the types of case mentioned in a. above. Under the terms 
of an informal arrangement between the U.S. Provost Marshall and 
the Panamanian Commandant of the National Police, arrived at in 
1942, provision is made for joint patrols of Panamanian guardsmen 
and U.S. military police to patrol certain areas frequented by our 
troops, for the delivery of arrested personnel to the U.S. Provost 
Marshall under certain conditions, for the presence of U.S. observers 
at trials and for various other arrangements intended to minimize the 
friction involved in such matters and to provide maximum protec- 
tion to U.S. personnel. Although this arrangement has provided the 
basis for some cooperation between the two countries with respect 
to criminal jurisdiction, the military authorities in the Zone are not 
entirely satisfied with the results and have proposed that a new 
official agreement be negotiated with Panama on this subject. The 
matter is under consideration by the Department of Defense, and we 
assume that instructions will eventually be received to negotiate the 
desired agreement. The willingness of Panama to negotiate a formal 
agreement in this case is open to doubt because of the fact that in 
our administration of the Canal Zone our police and judicial authori- 
ties freely arrest, try and imprison or impose other punishment upon 
Panamanian citizens who commit crimes or misdemeanors in the 
Canal Zone, without any reference to the Panamanian Government. 

Difficulties frequently arise in connection with the trial and 
conviction of U.S. military personnel by Panamanian courts, under 
conditions which do not provide all the legal safeguards to which 
Americans are usually accustomed. Reports on all such cases are 
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submitted to the Department of Defense and to the Embassy, and 
any necessary official action is taken. Cases of this kind have not 
been the cause of serious trouble between the two governments, and 
they are usually of minor importance. 

In view of the existence of a separate jurisdiction in the Canal 
Zone, disputes involving the question of civil jurisdiction over 
United States armed forces in Panama are neither serious nor fre- 
quent. 

e. There are no other important local issues involving the armed 
forces which cause serious difficulties in our relations with Panama. 


3. Impact on political situation. 


a. While the United States retains control of the Panama Canal, 
which is the principal economic asset of Panama, our presence will 
inevitably be a matter of the utmost political importance in this 
country. It is exploited in varying degrees for political purposes by 
most of the local politicians, and the argument that Panama is not 
receiving a just share of the benefits of the Canal has popular appeal 
in Panama. There appears to be no doubt that the ultimate objective 
of Panama is to obtain joint or complete control and ownership of 
the Canal, although there is no expectation on their part of attaining 
this objective in the foreseeable future. The immediate and continu- 
ing objective is the gaining of increased annuities, once stated as a 
minimum of $5,000,000, preferably based on a percentage of tolls. 

At times in the past, notably in the first administration of Dr. 
Arnulfo Arias (1940-1941), highly nationalistic policies, designed to 
take advantage of the latent chauvinism of the people, complicated 
our relations with Panama. Likewise, in 1947 when the question of 
continuing the agreement pertaining to the granting of certain bases 
to the United States was under consideration, there is no doubt that 
student demonstrations encouraged by communist elements were an 
important factor in the rejection of the proposed agreement by the 
National Assembly. 

Since that time, the Panamanian administrations in power have 
followed more moderate policies in relation to the United States and 
more firmness in dealing with communist elements within the coun- 
try. This has reduced the political exploitation of anti-Americanism 
to a point where it seems unlikely to lead to serious violence or 
irresistible political pressure on the Government. 

b. Certainly for the present, the Panamanian Government favors 
the continued operation and defense of the Panama Canal by the 
United States. As far as our operations within the Canal Zone are 
concerned, there is no pressure for the reduction of our military 
activities, and the problems involved are not of such a serious nature 
as to suggest any such possibility. In connection with our defense 
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requirements outside the Zone, however, we are faced with the firm 
refusal of the Panamanian Government to grant the necessary addi- 
tional land under Article II of the 1936 Treaty, which we believe 
provides for just the kind of a situation that now exists. We 
nevertheless hope that it will be possible to overcome this difficulty 
by a new approach, which is suggested in a later section of this 
report. 

This Panamanian attitude can probably be explained by one or 
both of the following conditions: (1) Panama does not wish to be 
under the continuing general requirement of furnishing additional 
land for defense purposes without a more definite control over the 
determination of the need for such land and over its administration. 
(2) Panama wishes to retain the bargaining power incidental to the 
granting of additional defense sites as the need for them arises. 


4. Issues between United States and local government not arising under (2). 


There are no other important issues of a military nature that 
have not been discussed in earlier sections of this report. 


5. General estimate of future trends of local sentiment and government attitude 
toward maintenance of United States operations. 


We can foresee in the near future no probable change in the 
attitude of the Panamanian Government or people toward the main- 
tenance of our defense operations in this area. The long-range 
Panamanian objective of undermining our sole control of the Canal 
and substituting some form of joint operation from which they 
would obtain greater benefits will no doubt continue to be pursued. 
Our position is so strong, however, that this attitude is not a serious 
threat under present conditions. 


6. Particular measures which have been or could be of assistance in allaying local 
resentments and governmental objections. 


No action on our part short of the abandonment of our position 
in complete control of the Canal would fully remove the Panamani- 
an pressure for further concessions. We have, however, through a 
long series of treaty revisions since 1903, notably the 1936 and 1955 
treaties, given up many of the special privileges granted to us in the 
1903 Treaty. In this process, we have returned or agreed to return to 
Panama a number of pieces of land not actually needed for canal 
purposes, we have enlarged the opportunities of Panama to obtain 
economic benefits from the Canal, we have greatly increased our 
annuity payments to Panama, and in numerous other ways have 
maintained an enlightened attitude toward Panama with the objec- 
tive of keeping our relations with this country as a showcase of our 
relations with Latin America in general. The concessions granted to 
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Panama in these treaties have, however, limited our freedom of 
action to such an extent that it would not be possible to go much 
further in this direction without adversely affecting our ability to 
operate and defend the Canal efficiently. 


7. Particular measures to heighten sense of participation in an identification with 
defense efforts of which United States operations are a part. 


As pointed out above, the most serious defense problem with 
which we are faced in our relations with Panama is the question of 
sites outside the Canal Zone for radar and other installations made 
necessary by the danger of unexpected attack by modern weapons. 
Although Article II of the 1936 Treaty should provide for such sites, 
the interpretation placed on this Article by the Panamanian Govern- 
ment renders it useless for this purpose, and there seems to be no 
possibility that the Panamanian attitude can be changed. Although 
Panama has, in the course of negotiations for Nike radar sites, 
indicated a willingness to negotiate a new agreement, entirely inde- 
pendent of the 1936 Treaty, to cover the granting of these sites, we 
have not followed up this offer because of our insistence that the 
1936 Treaty is sufficient and our fear that the cost of this and future 
agreements, in terms of concessions to Panama, would be too great. 

The seriousness of the problem is such, however, that the 
United States may be forced to abandon this position. We in the 
Embassy have reluctantly come to the conclusion that if we are to 
obtain the necessary sites at all we must be prepared to negotiate 
without reference to the 1936 Treaty. Therefore, if the need for the 
sites is deemed to be of vital military importance, we recommend 
that negotiations be undertaken for a new agreement to deal with 
this question alone. We propose that an effort be made to induce the 
Panamanian Government to grant the two sites in question on terms 
similar to those governing the lease of the Rio Hato area in the 1955 
Treaty, without specific reference to the 1936 Treaty. 

We believe that the chances of a successful and satistactory 
outcome would be increased if we were in a position to present the 
matter as a joint venture for the protection of both the Canal and 
nearby areas in Panama and if we were able to make various other 
references to the joint nature of the undertaking and to the flying of 
both flags over the sites concerned. It should be kept in mind, 
however, that political expediency at the time of any negotiations 
could well cause the Panamanians to make unacceptable demands 
upon us in this respect. It is not recommended that actual control of 
the sites and equipment be shared with the Panamanians. 

In the meantime, every effort should be made to induce Con- 
gress to pass the necessary legislation and provide the required 
appropriations to carry out the commitments made by the United 
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States in the 1955 Treaty. This would not only provide a favorable 
atmosphere for the negotiations but would also remove important 
causes of dissatisfaction that might be exploited by unfriendly 
elements in opposing the proposed agreement. 

Although beyond the scope of the present study, we wish to 
point out that if, in connection with the consideration of the 
problem of enlarging the facilities of the Panama Canal, the possibil- 
ity of building an additional canal in Nicaragua or elsewhere were 
considered as a possible alternative, the latter consideration would 
have a most beneficial effect upon the attitude of Panama toward 
the defense of the Panama Canal, at least until a definite commit- 
ment had been made. If the Panamanian Government were led to 
believe that its monopoly position were threatened or that the 
expenditure of vast sums of money for enlargement of the present 
Canal depended to some extent on Panamanian willingness to coop- 
erate fully in defending it, Panama might be prepared, during that 
period of uncertainty, to make considerable concessions as an added 


inducement.° 
Julian F. Harrington 


*In despatch 344 from Panama City, March 8, the Embassy pointed out that as a 
result of recent consultations in Washington between Ambassador Harrington and 
Department officials and in Panama City between Embassy and Caribbean Command 
officials there was general agreement that Panama would not agree to grant the 
desired radar sites to the United States under the terms of Article Il of the 1936 
Treaty. Seprataian, Se Setaainy srvmeens Ges Se saaaneiee Se meee up” with 
a note from the Embassy to the Panamanian Foreign Office, stating for the record the 
U.S. position and reserving this position for any future negotiations under Article II. 
(Department of State, Central Files, 611.1913/3-857) 
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Memorandum From the Assistant Secretary of State for 
Poli-y Planning (Bowie) and the Acting Assistant 
Secretary of State for Inter-American Affairs (Rubottom) 
to the Secretary of State’ 


Washington, April 3, 1957. 
SUBJECT 
Nicaraguan Canal 
Problem: Should this Government now consider seriously the 
construction of a trans-oceanic canal across Nicaragua? 


1. Economic 


(a) The capacity of the present lock canal in Panama is much 
greater than the demands now being placed upon it. It handled 46 
million long tons in 1956. Without major improvements the Canal is 
considered capable of handling up to 120 million tons per year. 

(b) The Panama Canal can accommodate all existing merchant 
ships, except the largest passenger liners, and tankers in excess of 
60,000 tons. Only ten or twelve ships, in being or building, are too 
large for the Panama locks; and these vessels would not be used on 
routes requiring Panama transit anyway. 

(c) If world trade should continue to expand in accord with 
recent trends, the capacity of the present Panama Canal may be 
overtaken in the mid-1970’s. A report by the Panama Canal Compa- 
ny on this question is scheduled to be issued within a month. 

(d) It may thus be necessary at an early date to decide as 
between major improvements in the Panama Canal and the construc- 
tion of a trans-oceanic waterway elsewhere in Central America. It 
seems likely that the choice would lie between the Panama water- 
way and a canal across Nicaragua. 

(e) Present construction cost estimates are: $6 billion for a lock 
canal across Nicaragua; $5 billion for the conversion of the Panama 
Canal to a sea-level waterway. These figures do not include any 
amounts for concessionary payments. 

(f) Although a Nicaraguan canal would be a shorter route 
between US Atlantic and Pacific coasts than the Panama Isthmus, 
the resulting savings would not in themselves be sufficient to justify 
construction of a canal across Nicaragua. Intercoastal traffic, in fact, 
is less than 20 percent of total canal traffic. 





* Source: Department of State, ARA Files: Lot 60 D 667, Panama 1957—Nicara- 
guan Canal. Confidential. ISA, the Office of the Legal Adviser, and the Bureau of 
Economic Affairs concurred in this memorandum. 
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2. Strategic 

(a) The locks of the Panama Canal cannot accommodate the 
largest modern aircraft carriers of the Forrestal class or those smaller 
carriers having canted decks. Under existing strategic concepts, how- 
ever, this is not viewed as a serious limitation so far as our ability to 
conduct general war is concerned. It is unlikely, on the other hand, 
that the Panama Canal would be a target for enemy military actions 
in situations short of general war. 

(b) The lock canal at Panama is vulnerable to lengthy interrup- 
tion in the event of successful enemy sabotage or overt military 
action. A Nicaraguan canal, however, would also have to be of the 
lock type and would therefore be equally susceptible to interruption. 

(c) Because of the vulnerability of a lock canal, a preferred 
solution on the part of Defense would be a sea-level waterway at 
Panama. Defense, however, would give a lower priority to canal 
improvement than to other elements in US security programs. 


3. Political 


(a) Panamanian agitation over the canal is not now in large 
volume. Nevertheless, we must expect that future Panamanian ad- 
ministrations will press for further financial concessions and for 
participation in the management and operation of the canal. 

(b) If it should become necessary to undertake major improve- 
ments in the Panamanian waterway, Panama undoubtedly would 
take the occasion to seek alterations of our treaty rights. 

(c) Nicaragua has indicated its readiness to negotiate a canal 
grant under the existing Bryan—Chamarro Treaty. 


1. The foregoing summation of facts suggests that a Nicaraguan 
canal would not be justified now on economic or strategic grounds. 
It does not appear that political considerations are sufficient to 
outweigh the economic and strategic factors. 

2. Despite continuing agitation, Panamanian attitudes do not 
now seriously threaten US control of the Panama Canal. This 
agitation will no doubt increase, but our diplomatic capabilities for 
maintaining the essentials of a US position in the Canal Zone are 
still considerable. In the last analysis, moreover, we probably can 
hold physical control of the Canal Zone if we consider it worthwhile 
to incur the political costs of doing so. 

3. Any attempt to obtain concessionary rights in Nicaragua 
comparable with those we have in Panama would give rise to a great 
volume of anti-American sentiment in Central and South America 
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and elsewhere. Even moderate opinion in Latin America would be 
strongly opposed to a canal grant of this kind by Nicaragua. 

4. It is likely, in any case, that Nicaragua would ask for 
concessions going beyond the Panama model. Nor could we deal 
initially with Nicaragua alone, since under the Senate reservation to 
the Bryan—Chamarro Treaty, it was recited that nothing in the treaty 
was intended to affect the rights of Costa Rica, El Salvador, and 
Honduras. In general, the probability is great that in future canal 
negotiations, whether with Panama or with other nations, we shall 
be under heavy pressure to agree to share both control and earnings 
with local governments. 

5. Unless we are prepared to give serious consideration to a 
Nicaraguan canal, our interests would not be served by any attempt 
to use the threat of a Nicaraguan canal to discourage Panama from 
attacking our treaty rights in the Canal Zone. First, by falsely 
exciting political emotions, as well as popular expectations in Nicara- 
gua, we might damage the political standing of a friendly govern- 
ment; Embassy Managua feels strongly that we should not take this 
risk. Second, discussion of a Nicaraguan canal would ine vitably stir 
up anti-American sentiment in Central and South America. Third, it 
is by no means certain that the Panamanian Government would be 
impressed, since it probably is well acquainted with the high cost 
and other adverse features of a Nicaraguan canal. 

6. The Department, on February 13, 1957, commented on a bill 
introduced into the House to create an Jnteroceanic Canals Commission to 
conduct a comprehensive investigation of improvements in the Pana- 
ma Canal and of alternative canal possibilities.* Our position was 
that such an investigation was not needed in view of the several 
studies and surveys made in the recent past and the large amount of 
data thus available. The Department of the Army is currently 
commenting in the same vein on this bill and on an identical Senate 
bill. 


Conclusions: 


1. We should not give serious consideration to a Nicaraguan 
canal at this time. 

2. If the forthcoming study by the Panama Canal Company 
indicates the need for major alterations in the Panama Canal to 
handle traffic requirements in the relatively near future, it may be 
desirable to institute a detailed interdepartmental review of the canal 
issue in all its aspects. 





* Reference is to H.R. 3258, introduced in the House of Representatives by 
Representative Clark W. Thompson (D.-Tex.) on January 17. 
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171. ee ay Caen ee 
1957' 


PARTICIPANTS 
HLE. Lic. Aquilino E. Boyd, Minister of Foreign Relations of the Republic 


of Panama 

The Honorable R.R. Rubottom, Jr. Assistant Secretary of State for Inter- 
American Affairs 

The Honorable Julian F. Harrington, Ambassador of the United States of 
America to Panama 


I began the conversation by expressing my pleasure at being in 
Panama* again and by saying that the Department had been follow- 


I inquired of the Foreign Minister whether President de la 
Guardia had given attention to the recommendations of the Commit- 
tee of Presidential Representatives (CPR), referring to the statement 


I mentioned that the US. was preparing carefully for the 
Buenos Aires economic conference’ and hoped to send a delegation 
headed by a Cabinet member, but that this plan would not work 
unless the conference could be fitted into a period of ten days to 
two weeks at the most. The Minister agreed with the latter point 
and said that Panama was planning to send the Minister of Finance 
and Treasury, Mr. Ruben Carles. I stated that the Embassy here 
would soon receive instructions from the Department based on 
which it would be consulting with the Panamanian Government. 





* Source: Department of State, ARA Files: Lot 60 D 667, Panama 1957—Relations. 
Secret. Drafted by Rubottom. 

* Rubottom was in Panama June 26-28 as part of a tour of six Central American 
nations. Additional documentation on his trip is ibid, Central File 110.15-RU. 

*The Economic Conference of the Organization of American States met at 
Buenos Aires, August 15-September 4; see vol. vi, Documents 135 ff. 
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n Minister was quite interested in the status of the 

tion before the U.S. Congress but didn’t dwell on this 

j except to say that, while there were one or two details 

in the wage and lands bills which were not entirely to Panama’s 

liking, the Government had studiously refrained from criticizing 
these items in order not to damage their position in the Congress. 

I pointed out that the United States was still concerned that the 

Communists might take the present moment, while the disarmament 


would have to state that this modus operandi did not alter their 
previous position in respect to their interpretation of the treaty, etc. I 
replied to the Minister along this line: I have given this matter 
personal attention in the Department and felt that the United States 
would not be able to change its position that the Panamanian reply 
be limited to a simple acceptance of the terms and conditions in our 
note: the United States had acceded to Panama's request and it 
hardly seemed practical for Panama now to insist on a matter of 
form which might impede their obtaining the substance wanted; the 
notes referred simply to a modus operandi and should not refer to 
the treaty. The Foreign Minister firmly supported Panama's position, 
saying that they were defending a detail which for them was an 
absolute essential. I told the Foreign Minister that I wanted to be 
perfectly frank and that I could hold out no hope to him that their 
position would be accepted. The Minister seemed noticeably let 
down by this news. 

The Minister next alluded to Panama's candidacy for the Securi- 
ty Council vacancy for Latin America. He said that the Ambassador 





* Reference is to meetings of the subcommittee of the U.N. Disarmament Com- 
mission in London beginning March 19. 

*The exchange of notes between the United States and Panama regarding 
Panamanian nautical inspectors being permitted to board ships of Panamanian registry 
while in Canal Zone waters were transmitted in despatch 63 from Panama City, 
August 6. (Department of State, Central Files, 611.19/8-657) 
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of Uruguay’ just yesterday had told him that Uruguay was now in a 
position to consider supporting Panama for the Security Council in 
return for Panama’s support of a Uruguayan seat on UNECOSOC 
because Uruguay believed that Argentina might withdraw from the 
Security Council race. The Foreign Minister was greatly encouraged 
by this news apparently. He said that Panama already had eight 
votes, Uruguay's would make the ninth, and they felt sure of Peru's 
and Colombia’s which would give them the eleven vote majority 
needed. He urged the United States to help hold Argentina in line so 
as to avoid that country’s getting outside of the caucus in the event 
it does not get a majority of the votes. I was non-committal and 
referred only to the traditional United States position not to reach a 
decision until the Latin American caucus had done so. 











* Julio A. Lacarte. 





172. Memorandum From the Acting Secretary of State to the 
President’ 


Washington, July 29, 1957. 
SUBJECT 
Treaty Legislation—Panama 


The three pieces of treaty legislation introduced by the Admin- 
istration to implement certain provisions of the 1955 Treaty with 
Panama are not moving through the Congress as they should. There 
is even evidence that Congress might adjourn before enacting this 
legislation. The Senate and House committees considering the legis- 
lation appear apathetic and somewhat indifferent to its passage. 

High officials of the Panamanian Government are seriously 
concerned that the legislation will not be enacted this session and 
are unable to understand the reason for Congress’ attitude in not 
fulfilling United States treaty commitments to Panama. This is 





* Source: Eisenhower Library, Herter Papers, Chronological File. Drafted by Price 
on July 25. Rubottom forwarded this memorandum to Herter on July 25 under cover 
of a note which explained the background of the Panama Canal Treaty enabling 
eae ache. deacde & celts cas Dees oF Ge Ok ee, aaa 

President. Herter it without change. (Department of State, ARA Files: Lot 
60 D 667, Panama 1957—Implementation of Treaty) 
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especially true in view of your statement to President Arias regard- 
ing the sanctity of treaties.” 

The United States is morally committed to enacting the legisla- 
tion necessary to implement the Treaty. Failure of enactment of this 
Panama as such failure is bound to be construed as evidence of our 
bad faith and lack of concern for Panamanian interests. 

I recommend that you request the support of key Congressmen 
to ensure enactment of this legislation during this session of the 
Congress. 

There is attached a report containing pertinent comments and 
information regarding this legislation. 

Christian A. Herter 


[Enclosure] 


TREATY LEGISLATION—PANAMA 


The three pieces of pending legislation are as follows: S. 1850 
and H.R. 6708 (uniform wage scale bills) are presently in the Senate 


and House Post Office and Civil Service Committees. Hearings have 
been completed by the Senate Committee. The Hcuse Committee 


has not completed its hearings. S. 1730 and H.R. 6709 (land transfer 
bills) are on the calendars of the Senate and House. House Docu- 
ment 198 includes the request for appropriation of $1 million for 
initial engineering studies and plans for construction of a bridge at 
Balboa. The Document is before the House Appropriations Com- 


President de la Guardia has indicated he will soon summon our 
Ambassador to Panama to the Presidential Palace to discuss the 
matter. It is known that he intends to refer to a conversation 
between the President and President Arias, then President of Pana- 
ma, regarding United States-Panama relations, made in President de 
la Guardia’s presence during the President's visit to Panama in July 
1956. 

While attending the Conference of Presidents of the American 
Republics in Panama in July 1956, the President signed into law the 
enabling legislation which authorized construction of a bridge at 
Balboa. At that time the President emphasized his personal interest 
in that project which created much favorable comment from the 
Panamanian Government and people. 





* See Document 139. 
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Officers of State, Army, the Panama Canal Company and the 
Canal Zone Government have expended considerable effort in ex- 
plaining the importance of this legislation, as it concerns United 
States relations with Panama, to members of the Congress and 
urging its enactment. 

Positive action must be taken by the Administration with the 
Congress before its adjcurnment to ensure enactment of the three 
pieces of treaty legislation. 








173. Telegram From the Ambassador in Panama (Harrington) 
to the Department of State’ 


Panama City, August 7, 1957—4 p.m. 


97. | called on President De La Guardia today at his request. He 
expressed to me his appreciation of efforts made by State Depart- 
ment and action taken by the Congress furthering enactment of 
pending treaty legislation. He expressed particular concern over 
single wage bill which when passed will be of benefit to Panamani- 
an workers in the Zone. As expected he referred to interest in 
fulfillment of treaty commitment expressed by President Eisenhower 
during his visit to Panama last year. 

I informed President of Department's latest efforts to seek 
approval of legislation as described in Price letter of July 26.’ I 
assured him of Department's continuing efforts to encourage Con- 
gressional approval. He asked me to urge consideration of single 
wage legislation in the House and again expressed appreciation of 
accomplishments to date. 

Harrington 


‘Source: Department of State, Central Files, 611.19/8-757. Official Use Only. 
‘ * Not found in Department of State files. 
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174. Memorandum From the Secretary of State to the 
President’ 


Washington, August 27, 1957. 
SUBJECT 
Treaty Legislation Regarding Panama 
Two of the three pieces of legislation which the Administration 
introduced into Congress to implement certain provisions of the 
1955 Treaty with Panama have been passed, namely: S. 1730 and 
H.R. 6709, as amended, authorizing the conveyance of various lands 
and improvements to Panama; and a supplemental appropriations 
bill for Fiscal Year 1958 (H.R. 9131), as amended, authorizing 
$750,000 for work preliminary to the construction of a high-level 
bridge over the Panama Canal at Balboa, Canal Zone. 
Congressional action on the bills has already received publicity 
in Panama. The Department attaches considerable importance to this 
legislation, as it is closely associated with our attempt to maintain 
and further good relations with Panama. I recommend, therefore, 
that you agree to release a statement to the press at the time of 
signing the bills. The news of final enactment into law, plus the 
evidence of your personal interest in the legislation, would make a 
favorable impression on the Government and people of Panama. A 
statement by you would also be a manifestation of support for 
President de la Guardia at a time when it is politically important to 
him. In addition, you will recall, you have already shown a personal 
interest in the legislation by signing the enabling act for construction 
of the bridge at Balboa while attending the conference of the 
Presidents of the American Republics in Panama in July 1956. 
If you accept this recommendation, there is enclosed for your 
consideration a suggested statement for release to the press.’ 
John Foster Dulles 





"Source: Department of State, Central Files, 611.1913/8-3057. Confidential 
Drafted by Price on August 23. 
aed a 2 iene oe ee ee > ee eee 
without change on August 30. For text of the White House press release, see 
Department of State Bulletin, September 16, 1957, p. 477. 
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175. Memorandum From the Special Assistant to the President 
(Cutler) to the President’ 








Washington, September 11, 1957. 
SUBJECT 
National Security Aspects of the Existing Panama Canal 


1. The Panama Canal Company is considering the expenditure 
of $19 million over 4 years, without Congressional appropriation, to 
improve the existing Canal and meet anticipated world shipping 
requirements for the next decade. Before undertaking this expendi- 
ture the Company has sought from Governor Adams assurance that 
the Administration has no present plan to reconstruct the present 
Panama Canal into a sea level canal or to construct through Panama 
or Nicaragua a new sea level canal. 

2. In March, 1956, the Director of the Budget reported to 
Governor Adams,’ after obtaining the views of interested depart- 
ments and agencies, that the conversion to a sea level canal of the 
present Panama Canal would cost $3.6 billion; that the interested 
agencies assumed a rather negative attitude toward consideration of 
the project; that ‘*» sint Chiefs of Staff considered the project of 
“lower priority than .«ilitary projects and activities required for the 
security of the nation”; and that State thought a Presidential Com- 
mission to study the project was unnecessary because the defense 
considerations were paramount. 

It is understood that the building of a new sea level canal 
through Nicaragua would be considerably more costly. 

3. The Suez incident has occurred since March, 1956. Under the 
circumstances, do you wish any current expression from De- 
fense-JCS as to the military importance and priority of a project to 
provide a sea level canal through Panama or Nicaragua?’ 

Bob 





*Source: Eisenhower Library, Project Clean Up Records, Panama Canal. Top 


* Document 129. 

* A handwritten note on the source text indicated that Cutler had discussed this 
subject with Eisenhower at Newport, Rhode Island, on September 16. For Cutler's 
summary of that conversation, see the memorandum, injra. 
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176. Memorandum From the Special Assistant to the President 
(Cutler) to the Secretary of Defense (McElroy)' 


Washington, September 18, 1957. 
SUBJECT 
National Security Aspects of Existing Panama Canal 


1. At Newport on Monday the President discussed with me the 
subject matter of this memorandum and asked that I request through 
you the military advice below referred to. 

2. The Panama Canal Company is considering the expenditure 
of $19 million over four years, without Congressional appropriation, 
to improve the existing Canal and meet anticipated world shipping 
requirements for the next decade. Before undertaking this expendi- 
ture the Company has sought assurance that the Adininistration has 
no present plan to reconstruct the present Panama Canal into a sea 
level canal or to construct through Panama or Nicaragua a new sea 
level or lock canal. 

3. I recalled to the President that on March 1, 1956, the Director 
of the Budget reported to Governor Adams, after obtaining the 
views of interested departments and agencies, that the conversion to 
a sea level canal of the present Panama Canal would cost $3.6 
billion; that the interested agencies assumed a rather negative atti- 
tude toward consideration of the project; that the Joint Chiefs of 
Staff considered the project of “lower priority than military projects 
and activities required for the security of the nation”; and that State 
thought a Presidential Commission to study the project was unnec- 
essary because the defense considerations were paramount. (A copy 
of the Budget communication to Governor Adams is attached.’) I 
further stated it to be my present understanding that the building of 
a new sea level canal through Nicaragua would be considerably more 
costly than $3.6 billion. 

4. The President pointed out that the Panama Canal Company 
might well continue with its proposed expenditure program, because, 
even if any decision were taken relative to a new canal in Central 
America, the completion of any such project would take a good 
ruany years. 

5. Nevertheless, the President suggested that—in the light of 
what had occurred in the world since March, 1956—it would be 
desirable to obtain the current views of our military advisers as to 





*Source: Eisenhower Library, Sp. Asst. for Nat. Sec. Affairs Records, Gordon 
Gray Chronological File. Top Secret. Copies of this memorandum were sent to Dulles, 
oe > Adams, Goodpaster, Lay, Gleason, and Boggs. 

See Document 129. 
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the military importance and priority of a project to provide a new or 
alternate canal through Panama or Nicaragua, before giving any 
further consideration to the matter. In the course of our talk, he 
queried whether a sea level canal would really be more secure than a 
lock canal, in view of the destructive capability of modern weapons, 
and whether an alternate canal in Nicaragua might not be preferable 
to another new canal in Panama or a reconstruction to sea level of 
the existing Panama Canal. 

6. At the same time that he asked for such a current expression 
of the military views of the Joint Chiefs of Staff on this question, he 
suggested that the Secretary of State be asked to give a current 
expression of foreign policy views on the matter. To that end, I am 
enclosing a copy of this memorandum to Mr. Dulles. 

7. As this matter is not at this time pressing, it is suggested that 
replies from Defense and State might be transmitted on or before 
November 15, 1957. 





Robert Cutler’ 





* Printed from a copy which bears this typed signature. 





177. Memorandum From the Special Assistant to the President 
(Cutler) to the Special Assistant to the President (Adams)' 


Washington, November 19, 1957. 


SUBJECT 


National Security Aspects of the Existing Panama Canal and Alternatives 
to It 


As you know, the Panama Canal Company, prior to undertaking 
a $19 million four-year improvement program for the existing canal, 
has sought assurance that the Administration has no present plan to 
reconstruct the present canal as a sea level canal or to construct 
through Panama or Nicaragua a new canal. 

On September 18, at the President's request, | wrote the Secre- 
tary of Defense asking for current Joint Chiefs of Staff views as to 
the military impor:ance and priority of a project to convert the 
present Panama Canal into a sea level canal or to provide a new or 





: : Eisenhower Library, Project Clean Up Records, Panama Canal. Top 
Secret. 
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alternative canal through Panama or Nicaragua. Also at the Presi- 
dent’s request, I asked the Secretary of State to provide a current 
expression of foreign policy views on this matter. I have now 
received from the Secretary of Defense and the Under Secretary of 
State* the attached views which may be summarized as follows: 


a. JCS: A sea level conversion of the present Canal would reduce 
its ability and would increase its operational capabilities 
spas nuclear attack. The present Canal is strategically important. 

mstruction of a sea level canal in Panama is not as important 
strategically and should not be undertaken at the expense of military 
projects or activities i for national security. The cost of a 
second canal would be disproportionate to the additional degree of 
security provided because it would require little more effort for an 
enemy to damage two canals in the same general area than to 


one. 
b. State: Reconstruction of the Panama Canal appears more ad- 
vantageous than construction of a new canal. A new canal 
Panama or Nicaragua would require negotiation of a treaty probably 
involving a degree of Panamanian or Nicaraguan icipation in 
ownership and Tsay mogy A Nicaraguan Canal would cost $6 billion 
as against $5 billion for reconstruction of the Panama Canal; would 
probably antagonize the Panamanian government; and might oblige 
us to negotiate with Costa Rica as well. Rights of El Salvador, and 
e—~ Honduras, might also be involved; consultation with other 
estern Hemisphere countries might be necessary. On the other 
hand, a Nicaraguan Canal would provide a shorter ard alternative 
route, lessening risks of delay from accidents and assuring expedi- 
tious handling of increased traffic in the Panama Canal. 


Robert Cutler’ 


P.S. My personal appraisal of these replies is that a canal 
through Nicaragua is not favored and that a reconstruction of the 
existing Canal to sea level is at a pretty low priority in the scale of 
our national security needs. 

R.C. 





* Letters from Neil McElroy to Cutler, dated November 14, and Christian Herter 
to Cutler, dated November 18, were attached to the source text, but are not printed. 
* Printed from a copy which bears this typed signature. 














ARGENTINA 


POLITICAL, ECONOMIC, AND MILITARY RELATIONS OF THE UNITED 
STATES AND ARGENTINA’ 


178. Editorial Note 


Assistant Secretary of State for Inter-American Affairs Holland 
visited Argentina December 4-8, 1954, to discuss with Argentine 
President Juan Domingo Perén the general state of United 
States—Argentine relations. In two separate conversations they con- 
sidered, among other matters, the question of profit remittances for 
American-owned business firms in Argentina; see Foreign Relations, 
1952-1954, volume IV, page 481. 

On January 19, 1955, the Argentine Government issued Decree 
637, which permitted foreign-owned mining and industrial enter- 
prises to remit profits, if eained after August 23, 1953, up to 8 
percent a year on their invested capital. The decree in effect granted 
retroactive application of Law No. 14222, the Law on Foreign Capital 
Investment, enacted on August 23, 1954, to capital investments 
antedating that legislation. 

In telegram 397 from Buenos Aires, 'anuary 20, Ambassador 
Nufer informed the Department of State that the provisions of the 
decree were “extremely disappointing. About half American compa- 
nies here not engaged in manufacturing or mining,” the telegram 
read in part. “Furthermore, provision that all past remittances above 
five percent will count as repatriated original capital will reportedly 
deprive all but few old established American companies of any 
capital base whatsoever and preclude any future remittances.” Nufer 
proposed that, unless the Department instructed him otherwise, he 
would seek an interview with Perén the following week and point 
out to him that the decree, as worded, “falls far short of what we 
expected as [a] result [of] Mr. Holland’s conversation with him; that 
it not only affords little if any relief to old established American 
capital but in fact in many instances precludes future remittance.” 
(Department of State, Central Files, 811.05135/1-2055) The Embassy 
transmitted the text of Decree 637 to the Department in despatch 
647 from Buenos Aires, January 21. (/bid., 800.05135/1-2155) 





* For previous documentation, see Foreign Relations, 1952-1954, vol. tv, pp. 400 ff. 
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179. Telegram From the Ambassador in Argentina (Nufer) to 
the Department of State’ 





Buenos Aires, January 25, 1955—5 p.m. 


411. Embassy fully agrees Deptel 453 January 25.” 

Am seeking appointment with Peron for Thursday, 27th. Will 
outline reasons disappointment Decree 637 along lines reference 
Deptel; reiterate Holland's arguments to Peron including political 
pressure at time for more liberal treatment old US investors; and 
urge action enabling all JS companies, otherwise qualifying under 
law 14222, to benefit. 

In approaching Peron it must, I believe, be borne in mind that 
other problems, including, petroleum, American Foreign Power, et 
cetera, are at a point where Argentine attitude thereto will be 
affected importantly by our own actions. (In regard to petroleum, 
information contained Deptel 454° should prove helpful.) Since 
outcome of these questions could seriously affect US-Argentine 
relations, and in order contribute to atmosphere favorable their 
solution, as well as to solution problem profit remittances, Embassy 
believes prompt and substantial gesture by US now required. 

In this context it is Embassy belief that we must not allow 
profit remittances problem to obscure broader objectives here which 





*Source: Department of State, Central Files, 811.05135/1-2555. Confidential; 
Niact. 

? In telegram 453 the Department informed the Embassy that it was doubtful that 
the United States would have a strong point in complaining that the decree applied 
only to manufacturing and mining since those categories were specifically stated in 

' suggested, 


Department pointed out that the Embassy 
y whether the American & Foreign Power Company 

(A&FP) would be included and if so whether or not that circumstance might make it 
of 


less desirable to take a strong stand against the terms of Decree 637. (/bid., 811.05135/ 
1-2155) The \atter reference was to the pending negotiation of a settlement covering 
the expropriation in 1951 of American & Foreign Power's utility properties in 
Argentina by the Argentine Government 


over upon demand its entire production to supply the Argentine domestic market. 
(Mid, 835.2553/1-2155) 
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involve hemisphere security and problem of international commu- 
nism. If impasse reached on EXIM Bank credits,‘ as result of profit 
remittances problem, the substantial and gratifying progress we have 
made in last 18 months (including number of steps taken by 
Argentina beneficial to US interests) could be jeopardized. 

The Embassy, therefore, believes and strongly recommends that 
granting of EXIM Bank credit should not be further delayed because 
of limitations of Decree 637. In my talk with Peron I will not, unless 
otherwise instructed, reisiz question of credits to the satisfactory 
treatment on remittances. I realize this procedure involves risk Ar- 
gentina may not broaden rules for remittances and that Department 
and Embassy would probably be subject criticism should credits be 
announced without prior additional relief for old investors. I believe, 
however, that suggested course is best psychological approach to 
Peron and offer most reasonable prospect of eliciting favorable 
action. Insistence on complete advance quid pro quo might well 
prove counter-productive and seriously detrimental our overall ob- 
jectives here. 

Niact comment by end of day Wednesday required if to be used 
for probable appointment Peron early Thursday.® 








Nufer 





*On December 22, 1954, the National Advisory Council on International Mone- 
tary and Financial Problems (NAC) inet to discuss, among other matters, a request 
from Argentina for an Export-Import Bank loan to help finance an integrated steel 
mill. At the meeting, the NAC approved the extension of assistance in pzinciple and 
authorized the Bank to give continued consideration to the matter, mt & Come & 


situation for U.S. business interests in Argentina. (/bid, NAC Files: Lot 60 D 137, 
Minutes) 

* Telegram 462 to Buenos Aires, January 26, reads in part as follows: “Department 
concurs fully observations Embassy's 411 and agrees question credits shouid not be 
related remittance problem in Peron talk.” (/bid., Central Files, 811.05135/1-2555) 

In telegram 419 from Buenos Aires, January 27, Ambassador Nufer reported as 


decree 637 with Peron today I said it appeared to afford relief to 
only a limited number of companies because of capital base provisions and that many 
US firms here consequently felt discouraged. | had hoped decree’s provisions could 
have been more liberal. 

“Gomez Morales, who was present, said decree’s scope necessarily limited because 
of foreign exchange lack but that Argentine Government intended liberalize its 
provisions when conditions permitted and hoped eventually establish free exchange 
enesnedetigee im oy Gelpog greedy nb My mage Boe phen merefhied or we 
companies to add profits of up to 8 percent annually to original investment instead of 
only 5 percent. | said it was difficult for me off hand to gauge effect such change 
which would obviously be step in right direction but it would be highly desirable if, 
in addition thereto Argentine Government could issue categoric statement that decree 
only temporary measure and that its provisions would be liberalized as soon as 
possible. Both Peron and Grmez Morales expressed agreement.” (/bid., 811.05135/ 
~2755) Alfredo Gomez Morales was the Argentine Secretary for Economic Affairs. 
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180. Minutes of the 225th Meeting of the National Advisory 
Council on International Monetary and Financial 
Problems, Washington, March 1, 1955* 


[PARTICIPANTS] 


Mr. W. Randolph Burgess (Acting Chairman), Treasury Department 
Mr. George H. Willis 
Mr. Henry J. Bittermann 
Mr. Elting Arnold 

Mr. Jack C. Corbett, State Department 

Mr. Marshall M. Smith, Commerce Department 
Mr. George Wythe 

Gov. M.S. Szymczak, Board of Governors, Federal Reserve System 
Mr. Lewis N. Dembitz 


Mr. Lynn U. Stambaugh, Export-Import Bank 

Mr. Glenn E. McLaughlin 
Mr. Jack F. Bennett, Foreign Operations Administration 
Mr. Robert M. Macy, Bureau of the Budget, Visitor 
Mr. E. C. Hutchinson Bureau of the Budget, Visitor 
Mr. Virgil Salera, Council of Economic Advisers, Visitor 
Mr. C. Dillon Glendinning, Secretary 
Mr. C. L. Callander, NAC Secretariat 


1. Proposed Export-Import Bank Loan to Argentina—Steel Mill 


The Chairman’ recalled that in its previous consideration of the 
Argentine steel mill credit, the Council had agreed that the Export- 
Import Bank would consider the loan further and refer it again to. 
the Council before final action (NAC Document No. 1711 and 
Council Minutes No. 221).° The Export-Import Bank was now 
requesting approval of the credit in a somewhat larger amount than 
had been previously considered. 

Mr. Stambaugh briefly reviewe* *he history of the Argentine 
steel mill project. The Bank estimat... that on the contemplated scale 
of output the production costs of the mill would be slightly under 
the cost of imported steel in Argentina. He noted that construction 
of the mill has already begun and that completion of it is a matter 
of Argentine national pride. Therefore, it will go forward whether or 
not the loan is granted. The Bank now asked for National Advisory 
Council approval of a credit of up to $61 million, to clear the way 
for further negotiations. 





‘Source: Department of State, NAC Files: Lot 60 D 137, Minutes. For National 
Advisory Council Use Only. 
W. Randolph Burgess, Under Secretary of the Treasury for Monetary Affairs. 
* Neither printed, but see footnote 4, supra. 
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Mr. Corbett informed the Council that the Acting Secretary of 
State‘ was in accord with the present proposal of the Bank. He 
noted the evidence of improvement in the position of United States 
investors in Argentina, and commented that negotiations between 
Argentina and United States oil companies are progressing favorably. 
The Department of State feels that conditions in Argentina on 
matters of concern to the United States are such as to provide a 
basis for approval of the loan. 

Mr. Smith® indicated that the Department of Commerce had 
considered the proposal with great care, and would not oppose the 
loan as a purely financial proposition. It was felt, however, that in 
view of the problem of the United States investor in Argentina and 
the question of building up foreign industries competitive with 
United States industries, the loan raised broader policy questions. He 
therefore raised the question whether the loan proposal misht ap- 
propriately be referred to the Council on Foreign Economic Policy. 

The Chairman replied that the loan proposal is clearly within 
the statutory jurisdiction of the NAC, and that the broader questions 
of policy had already been dealt with in the Argentine case. He 
referred, in this connection, to the trip of Assistant Secretasy Hol- 
land to Argentina in the fall of 1954 and to the progress that has 
been made since then with respect to the position of the American 
investor in Argentina. He therefore felt that the Council now has a 
basis for approval of this loan that had not previously existed. 

Mr. Szymczak agreed that progress had been made in the 
treatment of United States investors, and he was willing to accept 
the judgment of the Export-Import Bank as to the prospects for 
repayment. Although he had entertained some doubt on the eco- 
nomic justification for a steel mill in Argentina, he indicated that the 
Federal Reserve Board would not object to the loan, since the 
Argentines would proceed with the mill in any case. Mr. Bennett 
indicated that on the basis of the views of State Department, FOA 
did not object to the loan. 

The Chairman announced that the majority favored approval of 
this loan in principle, and requested the Bank to keep the Council 
informed of the details as negotiations proceed. 

The following action was taken (Action No. 762): 


“The National Advisory Council advises the Export-Import 
Bank that it offers no objection to consideration by the Bank of a 
loan of up to $61 million to the Sociedad Mixta Siderurgica Argenti- 
na to finance, in participation with United States suppliers, a portion 
of the United States costs of steel producing facilities in Argentina. 














* Herbert Hoover, Jr. 
* Deputy Assistant Secretary of Commerce for International Affairs. 














years 
Se tultates Minataticis op siebesienh Gepeth iemmnt Mtl: tata 
to Guatemala and Brazil.] 





US-Argentine Economic Relations: 

1) Eximbank Steel Credit 

2) Surplus Cottonseed Oil 

3) Problems of Meatpackers and American & Foreign Power Co. in 
Argentina 


PARTICIPANTS 


Argentine Ambassador Hipolito J. Paz 

Assistant Secretary Holland 

OSA—jJames F. O'Connor, Jr. 

Ambassador Paz said that he wished to express appreciation for 
all Mr. Holland had done in connection with the favorable Exim- 
bank decision on financing assistance for the Argentine steel project 
[the Eximbank announced establishment of a $60 million line of 
credit on March 10.]’ He went on to say that he had despatched a 
letter to Peron on March 11 on this matter in which he indicated the 
personal contribution made by Mr. Holland to its successful termi- 
nation, and that he wanted to comvey his Government's gratitude in 
anticipatory fashion. 

The A:nbassador then referred to the Argentine desire to pur- 
chase US surplus cottonseed oil [Argentina wants 70,000-100,000 
tons, 20,000 of which is for shipment by the end of March, to meet 
a drought-caused shortage, and negotiations and internal US discus- 
sions are proceeding], on which he said the Argentine Economic 
Counselor, Dr. Bunge, had been dealing with the State Department, 
and indicated that any push which the Department could give this 
matter would be welcome. Mr. Holland stated his understanding that 





* Source: Department of State, Central Files, 635.10/3-1555. Limited Official Use. 
Drafted by O'Connor on March 16. 
? These and following brackets are in the source text. 
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President Peron’s recent letters on the stalling of petroleum negotia- 
tions with Standard of California and on the Eximbank steel credit,* 





*On April 25 the United States and Argentina signed an agreement authorizing 
the sale to Argentina, through private American traders, of 20,000 metric tons of 

















which the latter had mentioned in the interest of over-all relations, 
and offered his cooperation. He said that if he could be supplied by 
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182. Despatch From the Ambassador in Argentina (Nufer) to 
the Department of State’ 








No. 839 Buenos Aires, March 23, 1955. 


SUBJECT 
Secretary of Navy Thomas’ Conversation With President Perén 


There is enclosed a copy of my memorandum of the conversa- 
tion on March 22 between President Perén, Foreign Minister Remor- 
ino, Secretary of Economic Affairs Gomez Morales, Secretary of the 
Navy Thomas, and myself.’ 

The conversation assumes special significance because of the 
statements made by President Perén concerning the role of Argenti- 
na in the event of a third world war. He said to Secretary Thomas 
that in event of such a war Argentina, because of its geographic 
position, would have to play an important role which would become 
a vital one if the Panama Canal was destroyed. In any event, he said 
Argentina would have to take a very active part in the defense of 
the southern Hemisphere. 

In a brief conversation with me after the ceremony, in which 
Secretary Thomas was awarded the Argentine Order of Merit, Perén 
said that in the next war “Argentina would really have to fight and 
we want to be as well prepared as possible”. 

In his conversation with Secretary Thomas, Perén said further 
that it would be very useful if conversations could take place 
betweex the U.S. and Argentine technical personnel to map out 
Argentina’s contribution to hemispheric defense in greater detail 
than provided for in the defense plans of the Inter-American De- 
fense Board. In his later remarks to me he said that he attached great 
importance to the suggested discussions. 

I regard Perén’s remarks as intended to indicate his readiness to 
discuss bilateral military cooperation between the U.S. and Argenti- 
na. He could hardly go further than he did in this conversation to 
reveal Argentine interest in such cooperation without making an 
explicit request for negotiations. 

Recommendation: This clear-cut initiative by Perén with an official 
of Cabinet rank affords an excellent opportunity for carrying anoth- 
er step forward our policy of enlisting Argentine support for our 
defense plans for this Hemisphere and for Argentine solidarity in 
carrying out our world-wide defense program. Accordingly, if the 
consideration of this matter, which has taken place pursuant to the 





' Source: Department of State, Central Files, 735.5-MSP/3-2355. Secret. 
? Not printed. 
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Department’s letter of November 15, 1954, to the Secretary of 
Defense, has reached a sufficiently advanced stage to make this at 
all possible, I recommend that I be authorized to use Perén’s remarks 
as a spring board for informally sounding him out on the possible 
interest of Argentina in a military agreement.* This could be done in 
a purely informal and exploratory way along the lines set forth in 
my Despatch No. 34, July 14, 1954,‘ repeated in my Despatch No. 
255, September 22, 1954.° 

Albert F. Nufer 





>See vol. vi, Docurnent 21. The Department summarized this letter for the 
Embassy in telegram 700 to Buenos Aires, April 28. That telegram reads in part as 
follows: “Department interprets Defense views mean very limited funds substantially 
less than Brazilian program prospectively available implement any military coopera- 
tion Argentina. Department desires your views whether foregoing provides basis 
Ambassador approach Peron to concur his suggestion technical conversations and 
propose assignment US survey group Argentina near future. Embassy should appreci- 
ate US would not be in position this time make any commitment grant aid. Reply 
urgently but take no other action this matter pending further instructions.” (Depart- 
ment of State, Central Files, 735.5-MSP/3-2355) 

In telegram 651 from Buenos Aires, April 29, the Embassy replied as follows: 

“Embassy considers unfortunate apparent severe limitation funds prospectively 
available (Deptel 700 April 28). Nevertheless believes Defense reply provides basis 
approach Peron to concur his suggestion technical conversations and propose assign- 
ment US survey group Argentina near future. This is on assumptions (1) purpose of 
survey as stated by Defense would be make recommendations Argentine force 
objectives hemisphere Defense, and (2) funds would be sought later to implement any 
recommendations mutually agreed upon.” (/bid., 735.5-MSP/4-2955) 

* Not printed. (/bid., 735.11/7-1454) 

° Not printed. (/bid., 735.5-MSP/9-2254) 





183. Editorial Note 


On April 25 the Standard Oil Company of California signed a 
contract with the Argentine Government granting the company the 
right to refine and market petroleum in Argentina. (Telegram 636 
from Buenos Aires, April 25; Department of State, Central Files, 
835.2553/4-2555) At a meeting of the Secretary’s Staff on April 26, 
Holland brought up this subject: “Mr. Holland noted reports that 
the Argentine Government had signed a contract with Standard of 
California which might set a valuable precedent for other Latin 
American countries which had blocked development of their oil 
resources by obstructing private investment.” (Notes of the Secre- 
tary’s Staff Meeting; ibid., Secretary's Staff Meetings: Lot 63 D 75) 
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On May 6, the Argentine Government issued an executive 
decree approving the contract with Standard Oil of California. The 
contract was then submitted to the Argentine Congress for approval 
on May 9. (Telegram 676 from Buenos Aires, May 10; ibid., Central 
Files, 835.2553/5-1055) 





184. Letter From the Secretary of State to the Secretary of 
Defense (Wilson)' 


Washington, June 3, 1955. 


DEAR MR. SECRETARY: I refer to the letter of April 20, 1955, 
from the Deputy Assistant Secretary of Defense, Admiral Davis, to 
me,” which includes a recommendation that a U.S. military survey be 
conducted to make recommendations on Argentina’s force objectives 
for hemisphere defense if this Department considers exploratory 
talks to be feasible and politically expedient at this time. It is 
understood that such a survey would be preliminary to the possible 
initiation of a military grant assistance prograrn with Argentina. 

In view of the desire of President Perén that conversations be 
held between Argentina and the United States regarding Argentina’s 
role in hemisphere defense, as expressed to Secretary of the Navy 
Thomas and reported in the attached despatch No. 839 from the 
American Embassy in Buenos Aires,’ I believe the time is appropriate 
for such conversations to be proposed by Ambassador Nufer. Before 
such an approach is made, however, I| believe it essential that the 
Department of Defense and the Department of State be in agree- 
ment that funds to implement any bilateral military assistance agree- 
ment which may eventuate will be made available or will be sought 
from the Congress, and that such funds will be sufficient at least to 





*Source: Department of State, Central Files, 720.5-MSP/4—2055. Secret. Drafted 
on May 20 by Jamison. In a memorandum to Dulles, May 20, Holland enclosed a 
draft letter to Defense, identical to the source text. “It seems to me essential,” 
Holland stated in part, “that Defense put itself clearly on record that it will make 
funds available or seek them from the Congress before conversations with Perén are 
initiated. The amount contemplated should be sufficient to meet reasonable Argentine 
aspirations in relation to other bilateral programs. Although it is possible that Perén 
will not show any disposition to agree to the terms required for us to provide grant 
aid, we should do all that is feasible to insure that, if he does agree to such terms, we 
are in a position to deliver the goods.” (/bid., 720.5-MSP/4-2055) 

? Vol. vi, Document 23. 

* Document 182. 
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approximate reasonable Argentine aspirations in relation to other 
bilateral programs. I should appreciate your informing me as to the 
amount which might be required for an Argentine program, and 
whether the Department of Defense is in agreement that such funds 
will be made available or will be requested from the Congress in the 
event that Argentina is prepared to agree to the necessary terms and 
conditions. 

Should there be agreement on these points, this Department will 
authorize Ambassador Nufer to make the necessary approach to the 
President of Argentina. Should the initial conversations which may 
be held make it appear likely that the Argentine Government is 
prepared to enter into the agreements requisite to its participation in 
the grant aid program, it is also believed essential that appropriate 
information regarding such possible Argentine participation be pro- 
vided to the Congress, in view of the interest expressed by Congres- 
sional committees regarding the possible provision of grant assistance 
to that government. 

The Department of State is in agreement with those portions of 
your letter of April 20 which contemplate the provision of additional 
assistance to Brazil and Cuba and assumes that funds required for 
this assistance are available or will be included in the current request 
to Congress for military assistance funds.‘ 

Sincerely yours, 

John Foster Dulles 





*In a letter to Dulles, August 24, Gordon Gray enclosed a memorandum from the 
Joint Chiefs of Staff to Secretary of Defense Wilson, dated August 2, concerning the 
possible initiation of a military assistance program with Acgentine. That memorandum 


of the probable initial size or monetary value of a 
military aid program for Argentina. Lack of detailed knowledge of the status of the 
Argentine military forces and their equipment would make such an estimate of little 
or no value.” Appropriate recommendations, the Joint Chiefs pointed out, could only 
be developed after the United States first undertook a military survey of Argentina. 

of Defense concurred with the views of the Joint 
this subject. (Department of State, Central Files, 735.5-MSP/ 


y, dated November 25, which reads in 
not been able, because of the political 
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be utilized as soon as conditions permit.” (ibid. ) 
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185. Memorandum of a Conversation Between the Adviser, 
Argentine Ministry of Economic Affairs (Juan Scarpati), 
and the Deputy Director of the Office of South American 
Affairs (Dearborn), Department of State, Washington, 
June 8, 1955' 








SUBJECT 


(1) Argentine-Eximbank Relations 
(2) Petroleum Developments 

(3) Remittance Problem 

(4) Argentine-Russian Relations 


1 invited Dr. Scarpati to call on me today principally for the 
purpose of impressing upon him the importance of Argentina's 
fulfillment of Peron’s promise of action on the remittance problem. 

I first asked Dr. Scarpati how his talks with the Eximbank were 
coming along. He said that he now believed that any misunderstand- 
ing in the procedure for arriving at a draft agreement on the steel 
plant loan had been cleared up and if fairly rapid progress continued 
to be made he expected to return to Buenos Aires a week from next 
Friday (June 17). He stressed again the Argentine Government's 
urgent desire to sign the steel plant agreement with the Bank since 
further action on all other parts of the project had to be held up 
until this was accomplished. General Olano* was prepared to come 
to Washington on a moment's notice when preparations for the 
signing were completed. 

I then brought up with Dr. Scarpati the question of Argentine 
Congressional approval of the petroleum agreement with the Stand- 
ard Oil Co. of California. I showed him an item that had appeared 
in the New York Times on June 6 in which it was noted that President 
Peron had urged the Argentine Congress to approve the agreement 
this week and asked for his comment. He said he had not heard of 
this development, but believed it showed that the President was 
showing the Congress again what a high priority he gives to this 
matter. | told Dr. Scarpati that we had just received a cable this 
morning’ from our Embassy stating that his Government had ap- 





"Source: Department of State, Central Files, 835.331/6-855. Confidential. Drafted 
by Dearborn. 

* General José Manuel Olano, Chairman of the Board of Sociedad Mixta Siderur- 
gia, Argentina (SOMISA), the Argentine steel corporation with which the Export- 
Import Bank had been negotiating the proposed $61 million loan. 

* Apparently a reference to telegram 744 from Buenos Aires, June 7, in which the 
Embassy reported that on June 3 G6mez Morales requested a revision of the 
provisions on termination rights and compensation payments in the Argentine con- 
tract with Standard Oil of California in order to meet the objections of Peronista 
Congressmen. (Department of State, Central Files, 811.05135/6—755) 
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proached the Standard Oil Company’s negotiator in Buenos Aires as 
predicted by Dr. Scarpati in his conversation at the Department on 
June 2.‘ He reiterated his belief that the changes which the Argen- 
tine Government desired would not be difficult to make from the 
point of view of the Company. He said he thought a considerable 
amount of the difficulty lay in the fact that the agreement was 
negotiated in English and that the literal Spanish translation ap- 
peared somewhat objectionable to Argentine readers. 

I then brought up the remittance problem stating that while I 
was sure that our position had been fully explained to him by 
officers of our Embassy in Buenos Aires and while I was fairly sure 
that we understood through our Embassy the views of the Argentine 
Government, I wished nevertheless to take this opportunity to 
exchange views with him on the subject.* Dr. Scarpati outlined in 
brief Argentina’s views. He mentioned President Peron’s letter to 
Mr. Holland on the subject and showed clearly that he recognized 
that President Peron had made a commitment. He said that the 
situation presently was that the President, having made the commit- 
ment, had instructed Gomez Morales to implement it and up to the 
present time Gomez Morales had not been able to find a way to do 
this. Dr. Scarpati described the serious exchange situation which 
Argentina faces and said that Argentina would face the end of this 
year without foreign exchange. He said that the main reason for this 
was that there had been crop failures in corn, sunflower seed and 
linseed. There would be enough corn for local consumption but none 
for export. By the end of the year Argentina would have used up all 
of her credits under her trade ag~eements. Considering this situation 
if Argentina were today considering the Eximbank loan for the steel 
plant, it would not be able to approve. He said that Argentina had 
felt that it could set aside $8 million annually to service this debt, 
but that as a result of the crop failures mentioned this decision 
would not have been made today. (I asked if Argentina still wanted 
to go ahead with the CADE application,® and he replied ‘Oh, that is 
included in the $8 million.” I did not press him on the inconsistency 





*A memorandum of this conversation, drafted by Dearborn, is ibid, 835.331/ 
6-225. 

*On April 15, Nufer met with Perén to discuss, among other matters, the 
problem of profit remittances. At that time, the Argentine President assured Nufer 
that he would approve the remittance of profits to old established U.S. investors and 
presented the American Ambassador with a letter for Holland which explained the 
Argentine position. A memorandum of that conversation, along with Perén’s letter to 
Holland, were transmitted to the Department in despatch 927 from Buenos Aires, 
April 15. (/bid., 811.05135/4-1555) 

* The Compafiia Argentina de Electricidad (CADE) was a Belgian-owned utility 
company which served the Buenos Aires area and provided approximately 50 percent 
of Argentina's powe* and most of that city’s power. 
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of his remarks.) He also said that the remittances to the United 
Kingdom had been agreed upon some time ago when Remorino and 
Gomez Morales were in London, but that if conversations regarding 
them were held today Argentina’s financial situation would not 
permit her to agree to such an arrangement. He said the Swiss 
presently had a mission in Argentina attempting to come to some 
agreement on remittances but that the Argentines had not been able 
to do anything for them. 

I told Dr. Scarpati that I was indeed sorry that Argentina’s 
economic position had suffered a set-back. I said that I hoped, 
however, that he would realize that we too had very definite 
problems related to the question of remittances. I said that we were 
very sincere in our desire to cooperate with Argentina to help her 
realize many of her economic objectives and mentioned assistance in 
the development of Argentina’s power facilities as an example and 
referred specifically to the CADE application at the Eximbank. I 
said, however, that it was becoming increasingly difficult for us to 
follow through on this cooperation principally because of the failure 
of the Argentine Government do something about remittances. No 
one here expected Argentina to make all profit remittances presently 
outstanding, but it was becoming practically essential for some token 
remittances to be made if we were going to be able to continue to 
obtain favorable action on a number of pending questions. 

I remarked parenthetically that I was not referring to the steel 
plant loan since we considered that that was over and done with, 
and it was our objective to have the agreement signed as soon as 
possible. (I did not want Dr. Scarpati to think that the steel plant 
agreement was being held up because of the remittance problem 
since this is a firm commitment which we now have and the 
Argentines would almost certainly charge us with bad faith if we 
now tried to impose new conditions as a quid pro quo.) I stated that 
we were most anxious to have new U.S. capital enter Argentina to 
help develop the country and that it was also our objective to have 
U.S. capital now operating in Argentina satisfied and desirous of 
expanding. However, I pointed out that when businessmen came to 
us to discuss their operations in Argentina or prospects for invest- 
ment there and when we outlined point by point the many phases 
in which our relations have greatly improved they always come back 
with the question “what about the remittances”. I said that until 
samething was done about this it did not seem likely that new U.S. 
capjtal was going to enter Argentina in any substantial amount or 
that companies already there were going to expand their operations. 
Dr. Scarpati said that he appreciated the position of the U.S. and 
that he agreed completely with my observations on the connection 
of the remittance question with that of U.S. capital entering Argenti- 
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na. He said he hoped that possibly it might help to have it 
understood among U.S. businessmen that Argent. 1a had every inten- 
tion of resuming remittances when that was possible but that 
nothing would be possible this year because of the crop failures. I 
reiterated my statement about the necessity for Argentina’s doing 
something even if only something that might be considered token 
remittances. 

He also suggested it might be possible to reach an agreement 
that Argentine exports to the U.S. should reach a certain specified 
level and that any dollar exchange over that level should be devoted 
to remittances. (It is not clear to me whether all the excess or a 
certain percentage of it was to be applied to remittances.) I did not 
discuss this suggestion with him. 

Among other things I asked Dr. Scarpati how Argentina’s trade 
with the USSR was coming along. He said that this presented 
Argentina with a good opportunity of which she was taking full 
advantage. He said he would tell me confidentially that Argentina 
was able to sell its poorest grade meat and its poorest grade hides to 
the USSR at excellent prices and in return receive much needed 
siderurgical equipment. I asked if Argentina was importing any 
machinery from the USSR, and he replied that it was not and he 
saw no future for Russian machinery in Argentina. He spoke of the 
Russian trade fair now in Buenos Aires and said that the automo- 
biles and other machinery were years behind the products of the 
Western countries and he knew the Argentines would not want to 
invest in this equipment. Furthermore, the Argentines would be 
apprehensive lest they could not obtain spare parts. He said his 
country was fully aware that the principal objective of Russian trade 
with Argentina and of the Russian trade fair was propaganda. While 
the Argentines were under no illusions on this point, they were very 
glad to take advantage of the moment to sell certain otherwise 
unsalable products at high prices. 
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186. Telegram From the Acting Secretary of State to the 
Embassy in Argentina’ 








Washington, June 20, 1955—4:59 p.m. 


877. For Nufer from Holland. Embassy merits congratulations 
report Embtels 769° and 777.° 

Department knows Embassy presently directing its main atten- 
tion to reporting and analyzing all aspects uprising of interest US. 
Department particularly hopes light can now be shed on heretofore 
mysterious influences which sparked Government’s feud with 
Church last November and which may still be working toward yet 
unexplained objectives possibly of considerable importance to US- 
Argentine relations. 

Communists and other enemies vf US will surely attempt ex- 
ploit situation to prejudice recent constructive achievements Argen- 
tine-US relations, and appears desirable for Embassy prepare 
Government for period of possible bitter US press criticism. Also 
you may wish seek informal opportunities make Argentine officials 
aware that demonstrations religious tolerance, punishment looters 
and church incendiaries, announcement Government reconstruct 
churches, and further constructive progress in principal economic 
problems now under discussion US will all be helpful in countering 
severe reaction already felt among US press and public.‘ 

Hoover 





* Source: Department of State, Central Files, 735.00/6-1955. Drafted by Dearborn 


and approved by Holland. 
*In telegram 769, June 18, the Embassy reported that an “uprising” against the 


a Catholic Church struggle [to] preserve its traditional position here and preserve its 
right [to] counsel its people on political and temporal matters which it believes affect 
their moral and spiritual lives.” It states further that “social and political ferment 


can be expected [to] continue with unpredictable consequences.” (/bid., 735.00/6—1855) 

*In telegram 777, June 19, the Embassy reported further on the aftermath of the 
June 16 rebellion, pointing out that the situation in Buenos Aires was “normalizing.” 
(Ibid, 735.00/6-1955) 

*The Embassy in Buenos Aires continued its analysis of the revolt of June 16 in 
the following despatches to the Department: despatch 1167, June 22 (ibid, 735.00/ 
6-2255); despatch 24, July 7 (ibid, 735.00/7-755); despatch 110, August 11 (ibid. 
735.00/8-1155); and despatch 123, August 16 (ibid, 735.00/8-1655). 
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187. | Memorandum of a Conversation, Department of State, 
Washington, June 27, 1955° 





SUBJECT 


1. Argentine Revolt 
2. Various Aspects of US-Argentine Relations 


PARTICIPANTS 


Mr. Holland expressed condolences to Ambassador Paz on the 
recent death of his father. The Ambassador said that he had consid- 
ered it inexpedient to return to Buenos Aires immediately because of 
the inexperience of his Minister Counselor (Dr. Galvez) in present 
circumstances. 

Ambassador Paz mentioned to Mr. Holland that this morning's 
Wall Street Journal had carried an article on US-Argentine relations by 
a reporter named Philip Geyelin [headed “Argentine Crisis: US 
Officials Favor Peron—But Largely for Business Reasons,”]’ which 
he considered realistic and constructive and a summary of which he 
intended to cable to Buenos Aires. The Ambassador went on to say 
that he had engaged in an exchange of views with Mr. Geyelin over 
a long period of time, and implied that he had been responsible in 
some measure for the viewpoint of this particular story. Mr. Holland 
agreed that it was a useful article. 

Ambassador Paz expressed generalized optimism on the course 
which events were taking in Argentina following the revolt. He 
mentioned specifically that such individuals as General Lucero’ and 
Admiral Cornes,‘ both of whom he knew [and both of whom have 
served as Attachés in the US], have an appreciation of the impor- 
tance to Argentina of relations with the US. 

The Ambassador then turned to the Argentine Church-State 
issue in referring to the fact that Cardinal Spellman’ was scheduled 
to deliver a speech on July 3, and in expressing concern that it might 
refer to the Argentine situation. Paz said that he knew the Cardinal 
personally and was considering approaching him on this subject, but 
had reservations as to what the press might make of it. He went on 
to say that he thought the situation was one in which any action 





* Source: Department of State, Central Files, 735.00/6-2755. Limited Official Use. 
Drafted by O'Connor. 

? These and following brackets are in the source text. 

® General Franklin Lucero, Argentine Army Minister. 

* Admiral Luis J. Cornes, Argentine Navy Minister 

* Francis Cardinal Spellman, Archbishop of New York. 
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would be better than none, and that he was consequently consider- 
ing approaching the Vatican’s Apostolic Delegate in Washington® to 
try to arrange a meeting with Cardinal Spellman. Mr. Holland agreed 
that a discussion with the Cardinal might prove useful, and sug- 
gested that an unpublicized meeting with the Cardinal away from 
the latter's office in New York might be indicated. Mr. Holland then 
went on to explain that the hands of the US Government were tied 
as regards any approach of this sort, since it would be inconsistent 
with our publicly stated policy of nonintervention in the Argentine 
situation for the State Department ‘> approach Church officials on 
this same issue. The Ambassador indicated his appreciation of this 
fact. 

Mr. Holland next told the Ambassador that he wanted to take 
advantage of his call to discuss several matters with him. He turned 
first to the subject of the press leaks on his appearance last week 
before the Latin American Subcommittee of the House Foreign 
Affairs Committee.” Mr. Holland explained that this had been a 
command performance to explain US policy toward Argentina in the 
light of recent developments and that he had had to postpone his 
travel to San Francisco to comply. He said that he had told the 
members of the Subcommittee in executive session that Argentina 
played a major role in the Hemisphere, that an earlier and different 
US policy toward that country had not been productive and that we 
were currently pursuing a constructive policy of friendliness and 
cooperation, and that, as regards the revolt, the Department still did 
not have enough information on which to base firm conclusions as 
to Peron’s status. There were members of Congress present, howev- 
er—continued Mr. Holland—with an interest in giving currency to 
what their Catholic constituents wanted to hear, and this accounted 
for the subsequent leaks to the effect that the State Department 
believed that Peron was on the way out. Ambassador Paz said that 
he understood the situation and was going to transmit appropriate 
comments to Buenos Aires. 

Mr. Holland next referred to Argentine-Uruguayan relations. He 
said that he thought the Uruguayan Government had behaved with 
commendable tact and restraint in the aftermath of the revolt and 
that he had expressed the hope to Uruguayan Ambassador Mora 
that the latter’s Government could continue to do so. Mr. Holland 


— 


* Archbishop Amleto Cicognani. 
"Holland appeared before the Latin American Subcommittee of the House 
Foreign Affairs Committee on June 21. A statement entitled, “Notes for Statement to 








American diplomatic missions, summarized Holland's testimony. (id, Central Piles, 
611.35/6-2155) 

















and ending June 30, 1956, during which period the British would 
prospectively have remitted the sterling equivalent of $5.3 million. 





* Ambassador Nufer reported this conversation to the Department of State in 
telegram 804 from Buenos Aires, June 23. (/bid., 811.05135/6-2355) 
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foregoing line with Paz in meeting this afternoon and Paz undertook write Peron. In 
your discretion you mention that since Argentine uprising it is all the more 
for Department have at least token Argentine Action.” (/bid, 811.05135/ 





Washington, June 30, 1955—5:09 p.m. 
935. For Ambassador from Holland. Quite appreciate views 


should be made fully aware recent revolt has focused U.S. opinion 
on these relations, and considerable body sentiment here is prepared 


support growing pressure U.S. business in opposing further economic 
cooperation with Argentine. In my view this pressure can be less- 





"Source: Department of State, Central Piles, 811.05135/6-2955. Confidential; 
Priority. Drafted and approved by Watrous. 

















begin in near future, and not six months hence, would be exceeding- 
ly constructive. 
As stated Deptel 919,* I have told Paz I regard timing feature of 





* See footnote 9, supra. 
* In despatch 31 from Buenos Aires, July 7, the Embassy reported that, pursuant 
to instructions from the Department, officers of the Embassy 





reported that he had had a meeting with Peron, whom he found 





* Source: Department of State, Central Files, 411.35/7-2855. Confidential. Drafted 

by O'Connor. 
In a memorandum of July 26 from O'Connor to Watrous, Dearborn, Lyon, and 
Holland, O’Connor recommended that Holland raise the issue of the interrelationship 
(Continued) 
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and as regards the prospects for his pacification policy, although 








wheel to achieve this. Paz added that the reports on the status of the 
legislation involving the petroleum contract from the legislators 
responsible for managing the bill were favorable as to its eventual 
approval, although there would have to be some modifications, more 
of form than of substance, in order to placate the opponents of the 
measure. Paz advanced it as his opinion that a significant difficulty 
arose from the inept translation of the contract into Spanish which 
cast some sections in unfortunate language. 

Mr. Holland asked the Ambassador whether he had also had a 
chance to discuss the remittances problem with Peron. The Ambas- 
sador said he had and that Peron was fully committed to solution of 
the problem, but that Secretary of Economic Affairs Gomez Morales, 
with whom Paz had argued this matter, continued to maintain 
shortsighted opposition to a fully satisfactory solution. Mr. Holland 
said that failure to move forward on the remittances problem, which 
after all only involved a sum in the vicinity of $5 million, made it 
difficult for the State Department to support Argentine desires in 
such fields as additional surplus cottonseed oil, since the Department 
was faced with questions as to Argentine progress on US business 
problems in seeking additional US economic cooperation for Argenti- 
na. Ambassador Paz commented that the cottonseed oil problem was 
indeed a serious one for Argentina, and particularly because the 
Government was concerned over the political implications under 
present circumstances of being unable to satisfy domestic edible oil 
requirements. Mr. Holland referred to the important effect which 
concrete Argentine steps ir authorizing remittances would have on 





{ 


Continued) 

of the remittances problem and the cottonseed oi) question in this scheduled meeting 
with Ambassador Paz. He suggested that Holland “increase the pressure on the 
Argentines through a modified and tactful quid pro quo approach.” (/bid., 811.05135/ 
7-2655) Argentina had recently requested an additional 50,000 tons of cottonseed oil 
under Public Law 480. 
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the Department’s ability to aid Argentina in other economic fields, 
bracketing remittances progress with approval of the Standard of 
California petroleum contract as significant items, but stating that 
favorable remittances developments would carry more weight in 
more quarters in the US in facilitating further US economic coopera- 
tion with Argentina. The Assistant Secretary went on to say that in 
no sense was Argentine action on the remittances issue the sine qua 
ion to State Department agsistance to Argentina in attempting to 
secure favorable consideration of its cottonseed oil desires, and that 
he was ready and willing to go to bat for the Argentine request 
irrespective of the remittances question, but that he could only do so 
under present circumstances without adequate ammunition for se- 
curing sympathetic attention to Argentina’s needs. Ambassador Paz 
replied that he appreciated the situation and that a country could 
not expect to seek and obtain satisfaction of one request after 
another without displaying cooperation on its part, and that he 
would consequently prefer to point out to Buenos Aires that action 
on such matters as cottonseed oil would have to be preceded by 
Argentine action on the pending remittances issue. Mr. Holland said 
that he would leave himself in the Ambassador’s hands as to any 
such message to Buenos Aires, but reiterated that he was not 
suggesting a quid pro quo approach and would not like that impres- 
sion to be obtained in Buenos Aires. 





190. Editorial Note 


In telegram 192 from Buenos Aires, August 24, Ambassador 
Nufer reported that he and Hopkins met with Gomez Morales at his 
request on August 22. During their meeting, Gomez Morales pointed 
out that while it would be impossible for internal political reasons to 
begin profit remittances to United States firms in 1955, the Argen- 
tine Government would agree in writing to equalize in all other 
respects the treatment of United States investors with that accorded 
the British under the Anglo-Argentine agreement. Argentina would 
guarantee a minimum of $4.2 million in profit remittances to United 
States firms. (Department of State, Central Files, 811.05135/8-2455) 
According to notes of a Secretary’s Staff meeting, held on August 25, 
Holland discussed this development as follows: 























374 Foreign Relations, 1955-1957, Volume VII 


“Mr. Holland recalled that it has been impossible for American 
firms to remit profits from Argentina since 1948 and that we have 
negotiated intensively with the Argentine Government to resolve 
this difficulty. He said Ambassador Nufer had just reported Argen- 
tine willingness to allow U.S. firms to remit $4%2 million and that the 
problem now seemed to be on the way to a satisfactory solution.” 


(/bid., Secretary's Staff Meetings: Lot 63 D 75) 


On September 8 the United States Chamber of Commerce of 
Buenos Aires announced that the Argentine Government had ex- 
pressed its willingness to authorize certain financial remittances for 
earnings on United States private investments in Argentina. On 
September 9 the Department of State issued a press release in which 
it noted its satisfaction with Argentina’s action in this regard. For 
text of the press release, see Department of State Bullelin, September 
19, 1955, page 462. The text of the Anglo-Argentine Trade and 
Payments Agreement, signed in Buenos Aires on March 31, 1955, 
was transmitted to the Department in despatch 915 from Buenos 
Aires, April 13. (Department of State, Central Files, 435.4141/ 
4-1355) 














191. Letter From the Assistant Secretary of State for Inter- 
American Affairs (Holland) to the Ambassador in 
Argentina (Nufer)' 


Washington, September 6, 1955. 


DEAR AL: The road ahead on U.S.-Argentine relations looks 
rather dark to me just now. Our accomplishments, past and prospec- 
tive, as regards solutions of problems between the two countries, 
were broucht about largely through more cordial relations with 
Peron himself. If he concludes that our attitude toward him is 
becoming less friendly, then he may refuse to go along with us on 
any further progressive steps and may even cancel out some that he 
has already taken. U.S. public opinion is so aroused against him just 
now, that it is going to be difficult for us to keep up the friendly 
gestures that, it seems to me, are necessary in order to keep him 
disposed to working with us. 

If, because of the present state of public opinion in the U.S. we 
have to cool off in our relations with Peron, then we get, first, a 





'Source: Department of State, Central Files, 611.35/9-655. Secret; Eyes Only. 
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state of concern in his mind, then one of resentment and, finally, a 
resumption of the unfriendly and uncooperative actions that created 
so much trouble for us a few years ago. 

If we assume that the foregoing analysis is basically sound, then 
the first step toward avoiding the difficulties ahead of us is to bring 
about an improvement in U.S. public opinion toward Peron, an 
improvement that will permit us to continue the kind of friendly 
gestures that seem to have been so effective heretofore. 

We are not going to get a more favorable public opinion unless 
the press adopts a more favorable attitude. The press is not going to 
do that unless the La Prensa problem’ is solved. That brings us up 
against the question of whether we could engineer a solution of that 
problem. 

It is conceivable that Peron would be willing to give La Prensa 
back to Gainza Paz’ if the latter would agree that he would not 
openly attack Peron. It seems to me, that an agreement to support 
Peron would be unnecessary. A commitment not to attack him might 
do the trick. Rumors have reached me at this end that Gainza Paz 
might be willing to make such an agreement. I want to emphasize 
that these are only rumors, are entitled to little or no credence, and 
have nothing to do with the suggestions set out in this letter. 

If the objective of a return of La Prensa in exchange for a 
commitment to desist from attacking the government is worth a try, 
then the question becomes how to make the try. I have thought of 
an approach through “cut outs” direct to Gainza Paz. Better than 
that, it seems to me, would be an approach to United Press whose 
huge financial interest in their service contract with La Prensa would 
logically lead them to make every effort to persuade Gainza Paz to 
accept whatever conditions might be necessary to get back his paper. 
It seems to me, however, that the first approach should be made to 
Peron himself. If Gainza Paz and UP should agree to such a 
settlement and Peron should thereafter refuse it, we could safely 
predict an intensification of the present strong press attacks on 
Peron. On the other hand, if the first approach is to Peron and he 
rejects the proposal, the situation in the United States grows no 
worse than it is now. 

If the first approach is to Peron, how can it best be made. I 
think Ambassador Paz would be glad to come home to discuss it 
with the President. However, we would have no assurance that he 
would present the idea either accurately or persuasively. Much 





?In April 1951 Perén closed the Argentine newspaper La Prensa. Relevant docu- 
mentation on this matter is in Foreign Relations, 1951, vol. i, pp. 1079 ff. 
® Alberto Gainza Paz, editor and publisher of La Prensa. 
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better, it seems to me, would be for you to bring it up with Peron, if 
possible, in a personal conversation with no witnesses. 
You could point out: 


1. Our profound satisfaction at the improvement in relation- 
ships; the on a number of problems which we have been 
able to achieve; our very keen interest in continuing the present 
trend which is sure to bring benefits to both countries. 

2. The recent church fight has given the 2 press new ammu- 
nition to use in their ancient fight which is “ey provoked by the 
expropriation of La Prensa. These renewed and intensified 
attacks are destroying the favorable public opinion which we have 
successfully been building up during the past few years. They a 
going to make it hard for our government to continue its J sags Ss 
open, cordial cooperation with the government of Argentina 
caused us very real difficulties in the last Congress and we ene 
those problems to be even greater in the next Congress. 

3. The President has successfully survived the June 16 revolu- 
tion; his position seems strong, and this may be the best time for 
~y to make a dramatic gesture which would have a strong impact 

DS ry opinion and, perhaps, on opinion in Argentina as well. 
a gesture, if made now, could not be interpreted as a sign of 
weakness. 

4. It might well be that Gainza Paz, as a condition to return of 
his paper, would agree to abstain from attacks on the government. If 
_ ae pe were returned the major factor behind the intense, long- 

press attack on Peron would be removed. 


I would be most grateful if you would meditate on the forego- 
ing and let me have your views. If we decide to do something, it 
may well be that we can weave Lucero’s visit into the pattern in a 
constructive way. Needless to say, I would much prefer to abandon 
this project if it involves excessive risks to the U.S. On the other 
hand, I am deeply concerned by the risks to us that seem inherent in 
the present situation. 

With warmest regards and best wishes, I am 

Sincerely, 

Henry F. Holland‘ 


P.S. If by great fortune we were able to work out the La Prensa 
problem we could then consider the possibility of an attack on the 
church problem.°* 





* Printed from a copy which bears this typed signature. 
* This postscript was handwritten by Holland. 
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192. Editorial Note 


On September 16 elements of the Argentine Armed Forces 
launched a revolt against Perén. On September 19 Perén was forced 
to resign. He was replaced that same day by a provisional military 
junta. Despatch 228 from Buenos Aires, September 26, drafted by 
Siracusa and entitled “Peron Falls—The End of an Era,” summarized 
these developments. (Department of State, Central Files, 735.00/ 
9-2655) Additional documentation is ibid, 735.00 and ibid., Buenos 
Aires Embassy Files: Lot 64 F 71, 350, Revolt of Sept. 16, 1955. 





193. Telegram From the Ambassador in Argentina (Nufer) to 
the Department of State’ 


Buenos Aires, September 20, 1955—4 p.m. 


305. Once truce negotiations are successfully concluded a defini- 
tive military junta (to replace present temporary one) will doubtless 
emerge and question recognition will arise. We believe US should be 
prepared recognize new government as soon as we have satisfied 
ourselves it has effective control, that it can maintain law and order, 
and will respect Argentina’s international obligations. Without acting 
with undue haste, I believe we should be among first to recognize. If 
Department believes prior consultation with other American states 
necessary, it is hoped undue delay can be avoided. We would not 
want to follow European and especially Iron Curtain countries, while 
on other hand, earliest possible recognition would clearly demon- 
strate our positive policy toward Argentina was dictated by best 
interests both countries and not addressed to Peron or dependent on 
his continuance in power. 

Although too early forecast new government’s attitude toward 
US, especially as its composition as yet unknown, it doubtless will 
more than ever require economic help from US if it is to recover 
from present upheaval within any reasonable time. I believe this 
help should be forthcoming if new government policies make this at 
all possible. 

While as previously said, final composition of new government 
not yet known, it can be assumed it will consist of high ranking 





’ Source: Department of State, Central Files, 735.00/9-2055. Confidential; Priority. 
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military men probably representing both revolutionary factions most 
of whom until recently Peron supporters who received their high 
ranks and position under Peron regime. Such a junta would have to 
conduct affairs of state until elections can be called so that barring 
unforeseen developments junta will remain in power for months and 
perhaps even a year or more. The revolution at the outset, therefore, 
does not represent immediate shift of political power to opposition 
parties which have been espousing anti-US policies. 

Seems important recognize in this connection that revolution 
was in no sense uprising of civilians against government. It was a 
military split in which initially smaller group rebels, who represented 
discontent and opposition of large segment population, finally took 
action. Final outcome was determined by fact that other military 
units, not originally with the rebels, defected to them. Overt civilian 
opposition sentiment was not expressed until issue was decided at 
which time those opposed to government came into streets of 
Buenos Aires in large numbers to celebrate. Whether important 
civilian participation occurred in Cordoba we do not yet know. 
British Military Attaché’s observations (Embtel 303)? suggest this 
was not case during fighting. 

Above represents our preliminary views upon which we would 
appreciate the Department's observations.’ 

Nufer 





ate of four Ganeedie ond one Adunted whids hed 

gus 6 fam & beeen He said that he and Mr Holland had met with the 
Business Advisory Group of the Department of Commerce yesterday and that senior 
executives of American firms with interests in Argentina are generally optimistic. He 
said that they expect certain difficulties over the next few months during the 
period but view the long-term future with relief.” (Notes of the 


transitionary 
Seostanys teal Biesting Gi, ., Secretary's Staff Meetings: Lot 63 D 75) 
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194. Telegram From the Acting Secretary of State to the 
Embassy in Argentina’ 





Washington, September 21, 1955—6:29 p.m. 


275. Department foresees Lonardi* will be subjected pressures 
from Radicals, Communists and other domestic sectors seeking start 
new government on course of animosity or distrust toward US. 
Important Lonardi appreciate soonest strong desire US Government 
and people cordial relations with Argentina and willingness cooper- 
ate closely and constructively in economic, military, political and 
other fields. His awareness this may cause new government with- 
stand these anti-US pressures which are sure to materialize. 

.. . Lonardi should be encouraged make public statement 
soonest government’s determination fulfill international obligations, 
determination combat international communism and disposition seek 
cordial relations with US and other American republics. Embassy 
should comment soonest . . . . Possibly simultaneous approaches in 
Argentina and through Ambassador Paz or Admiral Ibarborde’ 
(whose contact Department has been reported) in Washington would 
be constructive. Reply soonest. 

Hoover 





*Source: Department of State, Central Files, 611.35/9-2155. Secret. Drafted and 
approved by Holland. 

* Major General Eduardo A. Lonardi, a member of the ruling military junta, was 
named Provisional President of Argentina on September 22. 

* Jorge Pedro Ibarborde, Argentine delegate to the Inter-American Defense Board. 





195. Memorandum From the Under Secretary of State 
(Hoover) to the Secretary of State’ 


Washington, September 23, 1955. 


This morning I called the President at the request of Mr. 
Holland and with the concurrence of Mr. Phleger,* regarding recog- 
nition of Argentina. 





* Source: Department of State, Central Files, 735.00/9-2355. Secret. 
* Herman Phieger, Legal Adviser of the Department of State. 
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I explained to the President that we were now satisfied that the 
new government had de facto control of the country and that, 
assuming they agreed to the assumption and discharge of their 
international obligations, we believed that all of the prerequisites for 
recognition had been complied with. 

The President asked me if the new government had given 
indication of its attitude on such matters as freedom of the press, 
and I told him of the nationwide broadcast made by the provisional 
President last night, in which he had made a firm pledge along such 
lines. 

I explained further to the President that Uruguay had already 
recognized the new government and that we wished to be in a 
position of acting quickly so that there could be no adverse propa- 
ganda against us from hostile minorities in Argentina. I explained 
that we were wiring all of our Ambassadors in Latin America 
instructions of how to approach the respective Foreign Offices, and 
the method of advising them of our intentions. When we decided to 
effect recognition we would then call all the Ambassadors by 
telephone and instruct them to proceed along the lines of the cable. 
We anticipated that recognition would be effected sometime during 
the afternoon of September 24. 

I explained further to the President that this was a matter which 
constitutionally required his action, and that I was verbally request- 
ing permission to effect recognition, to be confirmed by the proper 
documents in due course. 

He advised me to proceed along the lines I had outlined.’ 

H. 





>On September 25 the United States extended recognition to the new Argentine 
Government in a note delivered to the Acting Argentine Foreign Minister, Commo- 
dore Julio C. Krause, in Buenos Aires by Ambassador Nufer. Barnes summarized the 
recognition process in a memorandum to Colonel Andrew J. Goodpaster, Staff 
Assistant to the President, dated October 17: “Extension of recognition was in answer 
to a request from the new Argentine Government to recognize, and was based upon 
our belief that all of the prerequisites for recognition had been complied with, that is, 
we were satisfied that the new Government had de facto control of the country and 
was willing and able to meet its international obligations and commitments.” (Eisen- 
tower Library, White House Central Files) 
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196. Memorandum From the Deputy Assistant Secretary of 
State for Inter-American Affairs (Lyon) to the Secretary of 
State’ 


Washington, October 7, 1955. 


SUBJECT 
Motives of the Argentine Revolution 


The following is a summary of an Embassy, Buenos Aires 
telegram analyzing the motives of the recent revolt in Argentina.” 

The Embassy believes that there was no single motivation, but a 
complex of forces which prompted the revolt. While it concedes that 
it is as yet too early to ascertain the specific motives with any 


precision, it suggests four factors as playing an important part in 
building up sufficient steam to overthrow Perén: 


1. Desire for a bh &. ry with the fact that any government 
long od of -* was a growing 
disaffection lod on ies over trend of the Government's 
program as time went on. Perén rode to power in a crusade to 
correct certain social and economic inequities. As these ves 
were achieved and new ones undertaken, many supporters fell away 
either out of lack of interest or because other phases of his 
am. The serious moral let-down during the latter period of 
s rule-marked particularly by a drive for more and more 
chosiute power, abolition of many civil liberties, perversion of 
schools, and a growing belief of the existence of wid corrup- 
tion-increased the numbers and force of those who t Argentina 
could not indefinitely support this type of a government, and who at 
first no longer supported the government and later deeply and 
bitterly opposed it. 
2. ” Church-State Conflict. Perén’s attack on the position and 
atives of the Catholic Church, but more especially the methods 
employed, struck a chord which aroused deep distrust of Perén and 
uneasiness in that Catholic nation. The Embassy believes that if 
there was any one immediate cause of the revolt and the abortive 
June 16 a it was the Church matter, which acted as a catalyst 
ainda Os a head latent dissatisfaction and desire for a change, 


mpolteal and military Supporters, who now 
Sectors wn cal and military supporters who now had their 
loyalty divided. 


3. Uneasiness in Armed Forces. The ey Navy was long 
known to be anti-Per6én, but it was s and if kept isolated its 
chances of successful revolt were remote. The Air Force was likewise 
uneasy but strongly loyal to its leaders who kept it in line. The 





* Source: Department of State, Central Files, 735.00/10-755. Confidential. Drafted 
by Vaky. A handwritten note on the source text by Barnes indicates that the 
Secretary was informed of the contents of this memorandum. 

* Telegram 405 from Buenos Aires, October 5. (/bid., 735.00/10-555) 
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for numbers to follow Perén blindly. Officers 
retired by Perén for one reason or the other were able to t this 
discontent ee ee re- 
cently, Perén’s of into the arena with intimations in 


still in the service to the conclusion that they had had enough. Thus 
even they were ready to defect rebels, which more than 
after the revolt had been 


which seemed to grip Perénista during revolution. 
Embassy suggests that the answer may lie in the fact that the labor 
movement seemed to have lost much of its vitality with time and as 


Army desertion of Perén. The Embassy states that at least some of 
the higher military officers favored the contract, and it strongly 
doubts that any considerable portion of the Army, if indeed any at 
all, defected because of a conviction that Perén would press for its 




















197. Editorial Note 


On November 13 Major General Pedro Eugenio Aramburu re- 
placed Lonardi as Provisional President in a bloodless coup d'état. At 
the Secretary of State’s Staff meeting on November 15, Holland 


régime and that the political trend there was good. He said the 
emneaeeee Si SERS 08 Gene suanenns pete ee beraa yan O° 

attempt will fail.” (Notes 
of the Secretary's Staff Meeting; Department of State, Secretary's 


“With respect to developments in Argentina, Mr. Dulles stated 
at the outset that his proposed comments had been gone over by 
Assistant Secretary of State Holland, who had encouraged Mr. 


Mr. Dulles then went on to explain that the Acting President, 
just been in a bloodless coup d'état by the 


, spearheaded by a group of young officers. This group 
t Lonardi was too dependent on reactionary ecclesiastical 
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of government would continue in tina for some 
that further trouble was quite possi before affairs 


, Mr. Dulles presented a brief review of the financial 
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tina. government a courageous 
steps to correct these difficulties, but for the future re- 
mained far from encour. Mr. predicted that Argentina 
would United States for aid in its financial difficulties, 


informed the State Department of his belief that American economic 
Ne ee ee te, ee a ee 
y any rT time.” (Eisenhower Library, Whitman File, 
ecords 


The Embassy in Buenos Aires reported the change of govern- 


ment to the Department in despatch 380, November 17. (Department 
of State, Central Files, 735.00/11-1755) Lyon summarized the des- 
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patch in a memorandum to Hoover, dated November 25. (/bid., 
735.00/11-2555) 





198. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Under Secretary 


of State (Hoover)' 
Washington, November 15, 1955. 
SUBJECT 
For Conversation with Treasury regarding Argentina 


The Minister of Economy of the Lonardi Government, Dr. Cesar 
Bunge, when he was in Washington last week, confirmed that his 
Government was eager for U.S. credits. He said their most pressing 
problems were (1) a backlog of short-term commercial obligations of 
about $400,000,000; (2) conversion of its highly-regulated economy 
based on barter agreements into a free economy attractive to foreign 
capital; and (3) the development of the energy resources and trans- 
portation facilities needed for overall economic development. He said 
that his Government's program for meeting these problems would 
depend on the amount and kind of help the U.S. would be willing to 
give. 

Since that time the Lonardi Government has been replaced by 
the Government of Major General Aramburu. The economic situa- 
tion has not, of course, changed, and there are no indications that 
the new administration will not be as pro-U.S. and as eager as the 
former for United States cooperation. 

These problems will undoubtedly be raised during the visit Sam 
Waugh’ and I will be making to Buenos Aires during November 
30-December 2.’ What we say there could influence the new Gov- 
ernment’s attitude toward the United States and the implementation 
of its economic policies. I believe that this is a unique opportunity 
for the establishment of United States-Argentine relationships on a 





* Source: Department of State, Central Files, 835.10/11-1555. Confidential. Draft- 
ed by Bernbaum. Copies were sent to Murphy and Prochnow. 
President of the Export-Import Bank. 
* The trip to Argentina was part of a larger visit to five South American nations, 
November 17—December 3. 
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cooperative and mutually-beneficial basis which we should not 
allow to go by default. 


Recommendation: 


I recommend that we be authorized to speak in such a manner 
as to demonstrate U.S. sympathy and willingness to discuss these 
problems promptly with a view to such financial help as fits our 
policies and the facts as we find them. Naturally, should any 
obstacles to U.S.-Argentine cooperation develop between now and 
then this authorization need not be utilized. 








199. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Secretary of State’ 


Washington, November 17, 1955. 
SUBJECT 
Argentine problem and US policies regarding it 
ns 


Whatever Argentine government survives will be faced with the 
problem of reconstructing the national economy. It will call upon the 
United States for economic and military assistance. Its requests will 
probably be excessive, poorly documented and hysterical. 

We should respond to these requests generously and construc- 
tively; but our response should be consistent with our announced 
policies; and we should only aid programs that have maximum 
prospects for a successful reconstruction of the Argentine economy. 

While it is too early to say exactly what approach the new 
government will take to its economic problerns, it would not be 
illogical to expect it to succumb to the temptation to request grant 
aid and soft loans. We should scrutinize any such requests most 
carefully. 

We must remember that a number of European states and, 
perhaps, Russia will be glad to extend aid to Argentina, hoping to 


"Source: Department of State, Central Files, 835.00-TA/11-1755. Confidential. 
Also addressed to Hoover. A notation on the source text indicates that “Prochnow 
concurs on assumption that discussions under point 2 are solely exploratory and no 
commitments made.” 
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build up their own prestige and attain an advantage in future 
trading. 

When Sam Waugh and I are in Buenos Aires, the Argentines 
will raise questions of US assistance with us. We can explain clearly 
our policies and intentions. 

ai aloes Rees & acaeet ah coeek aati ae 


1. The United States is prepared to extend generous financial 
and military assistance to Argentina. 

2. The amount and nature of our assistance will be consistent 
wa sue Dene 00 Say Sane beta aenetine 6 Are Cuan. 

3. Our economic assistance will be given only to programs 
uhtch we believe will cantiinstn liadbal > Ob aaetantiadion of 
the Argentine economy. eee Se Ge Se oe Sone 
on the Argentine Government, but we do want them to 
that we will extend aid only where we feel that it will succeed and 
will not be uselessly dissipated. 

4. Tee Cras Spee Sy pte, aatene 2- 
construction must rest on the shoulders of the Argentine Govern- 
ment and people; that we feel reconstruction will require a 
substantial period of time, and is not an end that can be achieved 
i t. 

e feel the most rapid and constructive approach would be 
tee Eeaie een a6 > Sis ceeae a te eae ee 
are asked to help to be discussed between technicians representing 
our two Governments; that such discussions can begin immediately 
either in Buenos Aires or in Washington. 


1. That the appropriate Department heads or inter-Departmental 
agencies of our Government make at this time the policy decision 
that when the conditions for extending aid which are outlined above 
are satisfied our Government will: 


a. Extend such economic aid as at that time seems appropriate. 
b. Extend such military aid as at that time seems appropriate 
and not productive of a harmful effect on the economy. 


I suggest that this policy decision be made now in order that, 
when and if the conditions outlined above are deemed to be satis- 
fied, we will not find ourselves then hampered by the necessity of 
seeking the initial policy decisions indicated here. 

2. That the group which is visiting Argentina be authorized to 
discuss fully with Argentine Government officials all aspects of their 
present difficulties, and that we be authorized in the course of those 
discussions to indicate the desire of the United States Government to 
help generously, but under the terms and conditions outlined in this 
memorandum. 
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200. Memorandum From the Under Secretary of State 
(Hoover) to the Secretary of State’ 





Washington, November 24, 1955. 


Before Mr. Holland left on his extended tour of South America 
with Mr. Waugh of the Eximbank, he talked with me on the 
substance of the two attached memorandums regarding economic 
and military aid to Argentina.” The memorandums were not received 
in my office until after Mr. Holland had departed. 

I advised Mr. Holland that I did not believe we should be in the 
position of giving the Argentines a blank check on economic aid as 
might be construed from conclusions 1, 2, and 3 of his memorandum 
of November 17. Furthermore, I did not believe that we should 
adopt a basic policy of aid to Argentina as outlined in his Recom- 
mendation 1.a. until all the facts were at our disposal. 

I suggested, therefore, that while Mr. Holland should adopt a 
sympathetic attitude toward the Argentine Government during his 
meetings with them, his commitments should be restricted to invit- 
ing them to a fact-finding conference at which all of the circum- 
stances might be reviewed. This conference should preferably take 
place in Washington after the Argentines had had an opportunity to 
assess their position and gather all the facts regarding their economic 
predicament. 

With regard to the military aid, it was my suggestion that the 
Defense Department should send someone to Buenos Aires to meet 
with the Argentine military authorities, this to coincide with the 
visit of Mr. Holland and Mr. Waugh. I reviewed this situation with 
Gordon Gray and suggested he might want to consider having 
General Erskine’ undertake this mission. Mr. Gray was cooperative 
and said they would take it under immediate advisement in the 
Defense Department. 

H. 





' Source: Department of State, Central Files, 835.00-TA/11-2455. Confidential. 

2See Document 198 and supra. No memorandum of Holland's conversation with 
Hoover has been found in Department of State files. 

>General Graves B. Erskine, USMC (ret.), Director of the Office of Special 
Operations, Department of Defense. 
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201. Despatch From the Ambassador in Argentina (Nufer) to 
the Department of State’ 








No. 437 Buenos Aires, December 9, 1955. 
SUBJECT 
Report on Holland Group Visit 


[Here follow a list of the members of the Holland—Waugh party, 
which arrived in Argentina on November 30 after completing a brief 
trip to Chile, and discussion of the party’s schedule and certain 
protocol matters. ] 


Economic 


The touchstone of the Holland group visit was, of course, 
economic, and the question of possible US financial assistance to the 
new Argentine Provisional Government occupied a large portion of 
the brief visiting time. Messrs. Holland and Waugh held two formal 
discussion sessions with Argentine economic officials headed by the 
special Economic Adviser, Dr. Radl Prebisch, and in addition partici- 
pated in informal exchanges of views with representative groups of 
prominent American and Argentine members of the local business 
community. Several specific problems in U.S.-Argentine economic 
relations were additionally the subject of interviews with interested 
businessmen and brief discussion with the Argentine authorities. 

The net results of these various talks were constructive in a 
general and exploratory fashion. The Argentines made no specific 
requests beyond that for signing of the already approved Eximbank 
$60 million credit for the Argentine Steel Project. The possibility of 
some form of US financial assistance to assist Argentina in overcom- 
ing her present economic plight was of course raised in general 
fashion by the Argentine side, although no specific prospective 
figure was presented by the Argentines. It was agreed (and apparent- 
ly most specifically confirmed in a final conversation between Mr. 
Holland, Dr. Prebisch and Finance Minister Alizon Garcia on which 
the Embassy lacks full details) that the US Government would send 
a special representative to Buenos Aires in the near future to follow 
up discussions more concretely. The possibilities of technical assist- 
ance were explained upon Argentine request. 

In sum, the U.S. representatives listened sympathetically, asked 
questions, agreed to further exploration of the Argentine financial 
problem, but left Buenos Aires without commitment, except for 





* Source: Department of State, Central Files, 033.1120/12-955. Secret. Drafted by 
James F. O’Connor, Jr., Second Secretary of the Embassy. 
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formal signature of the already approved Eximbank steel credit if the 
Provisional Government so desires. The U.S. official group obviously 
left behind them an aura of optimism for the Argentines to savor, 
however, and it is the Embassy’s opinion that the Aramburu Gov- 
ernment derived the overall impression from the visit that the 
United States is prepared to advance as much credit for sound 
Argentine projects (in addition to the steel project) to improve the 
Argentine economic position as Argentina will be in a position to 
repay in dollars within a reasonable banking period. 

A detailed report on the matters covered in the first and longest 
formal economic session during the morning of December 1 is 
attached (Enclosure 4).* During this meeting the Argentine financial 
situation and the Provisional Government's policy for coping with it 
was explained. Dr. Prebisch stated that the resto: .tion of agricultural 
production was the key to Argentine economic recovery, and out- 
lined other pressing economic problems as having to do with trans- 
portation, energy, and the importation of essential machinery and 
equipment. The expansion of CADE’s Buenos Aires power facilities, 
the American & Foreign Power Company’s unresolved Argentine 
difficulties, U.S. sanitary restrictions on importation of Argentine 
meat, the possibility of Argentina’s joining the World Bank and 
International Monetary Fund, and current Argentine labor policy 
were among the topics discussed in the general give and take of 
ideas. Mr. Holland made a forceful restatement of official U.S. views 
on the role of private enterprise. 

The Eximbank loan for the San Nicolas Steel Project was the 
principal topic for discussion at the supplementary meeting with the 
Argentine economic group during the morning of December 2 (En- 
closure No. 5). It was agreed that the formal contract could now be 
signed on the basis of the existing Argentine presentation, but it was 
pointed out by Mr. Waugh that departure from present Argentine 
plans in the direction of making additional steel equipment pur- 
chases in the United States would require reexamination of the 
whole matter because of a change in dollar repayment ability factors. 
[Brigadier General Pedro Castifieiras, President of the Argentine 
Mixed Steel Corporation who participated in the meeting, subse- 
quently departed for Washington on December 5 to seek completion 
of contractual arrangements.]° 

Memoranda covering the round-table exchanges of ideas with 
prominent members of the American business community and with 
a larger representative Argentine private economic group are also 
attached (Enclosures No. 6 and No. 7). The most pressing specific 





? None of the 15 enclosures to this despatch is printed. 
* These and following brackets are in the source text. 
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point brought up at the U.S. Chamber of Commerce function was 
the alleged inequity of the Provisional Government's intention to 
levy a surcharge on imports equal to the difference between the old 
[7.50] and new [18.00] official dollar exchange rates. A spokesman at 
the meeting with Argentine businessmen listed the country’s princi- 
pal problems as 1) petroleum and electric power shortage, 2) trans- 
portation deficiency, and 3) need for a basic iron and steel industry. 
Industrial machinery import needs for modernization were stated as 
totalling at least $500 million. Mr. Holland referred to U.S. disposi- 
tion to cooperate wherever possible in all phases of the Argentine 
economic reconstruction program, explaining that such cooperation 
could best be applied in three fields—commerce, finance, and techni- 
cal assistance, and advanced U.S. views on the encouragement of 
private enterprise. Mr. Waugh explained the Eximbank’s functioning 
and expressed the hope that it could be useful to Argentina, al- 
though pointing out its policy limitations in the petroleum field. 

The matter of the surcharge differential on import costs was 
also brought up in a special interview with Mr. Holland by officials 
of the Lone Star Cement Company and its Argentine subsidiary, but 
a subsequent discussion of this issue by Mr. Holland with Dr. 
Prebisch and Finance Minister Alizon Garcia did not give promise of 
any relief for the American firm as among the many adversely 
affected by the Government's exchange reform action (Enclosure No. 
8). Other private interviews dealt with CADE’s power extension 
project, with Mr. Waugh (Enclosure No. 9) and with the Argentine 
and Uruguayan operation problems of the Swift meatpackers, with 
Mr. Holland (separately reported in Despatch 441, 12/9/55).* 

The Embassy is not informed as to all the details of Mr. 
Holland’s discussion with Dr. Prebisch and Finance Minister Alizon 
Garcia just prior to leaving on December 2. 


Political and Military 


Mr. Holland had the opportunity for an informal exchange of 
specific views with President Aramburu during the course of the 
reception at the Embassy Residence the first evening of the visit, 
November 30 (Enclosure No. 10). During the course of this talk the 
Argentine President indicated that his Government would adhere at 
the first feasible opportunity to the anti-Communist resolution 
passed at the Caracas Conference over Argentine abstention,’ stated 





* Not printed. (Department of State, Central Files, 835.311/12-955) 

* A reference to Resolution XCIII, “Declaration of Solidarity for the Preservation 
of the Political Integrity of the American States Against the Intervention of Interna- 
tional Communism,” approved on March 28, at the Tenth Inter-American Conference 
which met at Caracas, March 1-28, 1954. For text, see Tenth Inter-American Conference: 
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his belief that the sometime Argentine-espoused “Third Position” 
was a silly fiction, and confirmed the present Government's consid- 
eration of a law outlawing the Communist Party, which Mr. Holland 
applauded. The Assistant Secretary also commented on the advan- 
tages to Argentina of Ambassador Nufer’s continued assignment to 
Buenos Aires—in which Aramburu stated his concurrence—touched 
on the favorable effect of the return of La Prensa to its owners, and 
pointed out that the U.S. Government would necessarily move with 
deliberation on the matter of possible economic assistance to Argen- 
tina. The President stated his understanding of this last-cited fact. 

At a private appointment on December 2 with Vice President 
(Rear Admiral) Rojas, made at the latter’s request, Rojas raised with 
Mr. Holland and Ambassador Nufer the Argentine Navy’s desire to 
purchase equipment from the United States, particularly an aircraft 
carrier, emphasizing the differences in basic outlook between the 
Argentine Navy and Army which argued for assistance to the former 
in support of the present Government. Mr. Holland pointed out the 
difficulties involved in the sale of a carrier, but advanced as a purely 
personal and tentative idea the possibility of seeking Congressional 
approval for the loan of carriers to friendly governments, these to be 
returned in case of war. Admiral Rojas agreed that this might be 
feasible in Argentina’s case, but only, for domestic political reasons, 
in the absence of any corollary commitment to enter a future 
conflict on the U.S. side. To allay President Aramburu’s surprise at 
the Rojas—Holland—Nufer meeting when these three emerged from a 
private hotel room to join the President for lunch, the Assistant 
Secretary found it advisable to refer to the general tenor of his 
conversation with the Vice President during the luncheon. Arambu- 
ru, who is of course an Army Major General, interrupted Mr. 
Holland’s explanation at the mention of an aircraft carrier to say that 
this was not needed, since what Argentina basically required was 
assistance of a financial nature. The President subsequently made 
the same comment with regard to equipment for a Marine regiment, 
stating his belief that all of these matters should be considered in 
connection with a general program of financial assistance (Enclosure 
No. 11). 

Following a luncheon given for General Douglass® on December 
1 by the three Armed Services Ministers, General Douglass partici- 
pated in an informal meeting with the Argentine Air Minister, 
Brigadier (Brig. Gen.) Ramon A. Abrahin, at the latter’s request, at 





Report of the Delegation of the United States of America with Related Decuments (Department of 
State Publication 5692, Washington, 1955), pp. 156-158. For documentation on the 
Conference, see Foreign Relations, 1952-1954, vol. tv, pp. 264 ff. 

* Major General Robert Douglass, Jr., Chairman of the U.S. Delegation, Inter- 
American Defense Board. 
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which were present Commodore Julio C. Krause, Deputy Air Minis- 
ter, and Brigadier Mayor (Maj. Gen.) Gustavo Hermansson, Com- 
mander-in-Chief of the Argentine Air Force and two other high 
ranking Air Force officers. General Abrahin and his colleagues point- 
ed out to General Douglass that Argentina was desperately in need 
of equipment, particularly planes, necessary to carry out obligations 
under the Rio Pact’ and adequately perform its mission of assisting 
and maintaining internal order. Emphasis was placed upon transport 
aircraft and jet replacements, at reduced prices which Argentina 
could afford to pay. Mention was also made of the desirability of 
obtaining training opportunities in the United States for Argentine 
pilots and technicians. General Hermansson made the direct sugges- 
tion that the return of the U.S. Air Force Mission, whose contract 
was not renewed upon its termination in 1951, might be desirable 
for Argentina. General Douglass suggested that the Argentines pur- 
sue their requests through formal channels, and offered his assist- 
ance in securing their speedy consideration in Washington. 
(Enclosure 12) 


Press and Public Relations 


Mr. Holland held a press conference shortly after arrival (Enclo- 
sure No. 13) and subsequently taped an interview for use on the 
USIS program “Panaorama de America” on Radio Splendid (Enclo- 
sure No. 14). He also gave brief interviews as requested to Time-Life 
and UP correspondents. News and editorial coverage of the Holland 
group mission, both pre- and post-visit, was substantial and has 
been reported separately by USIS (USIS Despatch No. 74, 12/5/55).° 
As was to have been expected, constructive coverage was paralleled 
by some unfriendly comment in general and political organs reflect- 
ing the Intransigent Radical, the Socialist, and of course the Commu- 
nist viewpoints. Mr. Holland was the target of Communist leaflet 
and wall-slogan activities, and of a small one-man demonstration 
outside the USIS following his first-day press conference (Enclosure 
No. 15). 


Embassy Matters 


Limitations of time precluded any detailed discussion of Embas- 
sy operational problems with Mr. Holland and his associates, but 





” A reference to the Inter-American Treaty of Reciprocal Assistance, commonly 
called the Rio Pact, signed at Rio de Janeiro on September 2, 1947, by the representa- 
tives of the United States and 18 Latin American countries. It was ratified by 
President Harry S. Truman on December 12, 1947, and entered into force on 
December 3, 1948. For text, see 62 Stat. 1681. 

* Not printed. 

















Argentina 393 


several of the more important were taken up briefly as the opportu- 
nity presented. 

Comment: As the Embassy has already reported (Weeka No. 47, 
12/7/55),’ it considers the visit of the Holland group to Buenos 
Aires to have been a substantial success from both the US and 
Argentine points of view. Follow-up results in the various fields of 
US-Argentine cooperation explored in brief during the visit will, of 
course, determine the long-range weight to be assigned it by each 
country. 





For the Ambassador: 
James F. O’Connor, Jr. 
Second Secretary of Embassy 





* Not printed. (Department of State, Central Files, 735.00(W)/12-755) 





202. Memorandum by the Assistant Secretary of State for 
Inter-American Affairs (Holland)' 


Washington, December 12, 1955. 
SUBJECT 
Note on Problems in Countries Visited 


Argentina 


1. Export Import Activitiese—The government accords top priority to 
its application for a loan to expand the steel mill. It would like to 
change the underlying expansion program in order to contemplate 
acquisition of all the necessary equipment in the United States. The 
Bank replied that this would make necessary a complete review of 
the application. The Government obviously did not want that, and 
agreed to commit itself to the existing program unless some change 
therein were approved by the Export-Import Bank. 

Dr. Prebisch stated firmly that the Government was determined 
not to incur dollar obligations in excess of its ability to support 
them. 

2. General United States Assistance to the New Government—It was 
agreed that we would send to Argentina one or more technicians to 
check the figures on economic conditions and government programs 





* Source: Department of State, Central Files, 110.15-HO/12-1255. Secret. Copies 
sent to Waugh, Atwood, Douglass, Harley, Corbett, and Bernbaum. 
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with representatives of the Cabinet. Thereafter, Argentina would 
send a group of well prepared technicians to the United States to 
outline here the Argentine Government’s program for economic 
rehabilitation and the assistance that they would like to receive from 
the United States. 

3. Request for Arms—It was discovered that while the Navy 
urgently wants to purchase additional arms from the United States, 
the President who speaks for the Army opposes these applications. 
Conversations on this subject are separately reported.” 

4. ICA Attivitiese—The Government expressed strong interest in 
obtaining ICA programs, particularly in the field of agriculture and 
ranching. It is also interested in exchange of persons. 

5. Argentine Participation in the International Bank and the International 
Monetary Fund—Representatives of Argentina said that the Govern- 
ment has under active consideration participation in the IBRD and 
the IMF and that it will probably join these two organizations. 

6. Communism—The President of Argentina said that it was his 
intention to seek an early opportunity for Argentina to ratify the 
Caracas Resolution. He expressed a desire for United States assist- 
ance in intensifying Argentina’s anti-Communist activities. This con- 
versation has been separately reported.’ 











, Apparently a reference to despatch 437 from Buenos Aires, supra. 
Tid 





203. Memorandum by the Assistant Secretary of State for 
Inter-American Affairs (Holland)' 


Washington, December 12, 1955. 


SUBJECT 
United States Policy Towards Aid to Argentina 


The Argentine Government is quite clearly going to ask for 
rather extensive aid from the United States both in the economic 
field and the military field. This memorandum is concerned with aid 
in the economic field. 





"Source: Department of State, Central Files, 735.5-MSP/12~-1255. Confidential. 
Copies sent to Waugh, Douglass, Harley, Atwood, Corbett, and Bernbaum. 
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There are factors which would weigh in favor of and against 
our extending any substantial economic assistance to the new Argen- 
tine Government. 

Those Factors Which Would Weigh Against Such Assistance 

1—Argentine agriculture is generally competitive with that of 
the United States and assistance from us to strengthen her agricul- 
ture could be construed as harming the interest of our own farmers. 
This argument does not, of course, apply to assistance to the 
Argentine ranching industry which is not competitive with ours. 

2—Argentina’s dollar income is traditionally far below her dollar 
expenses. While the pound sterling was convertible, she used sterling 
to cover the gap. Until sterling again becomes convertible, it will be 
difficult for her through her foreseeable dollar earnings to service 
any large dollar indebtedness. 

3—The obvious distrust between representatives of the Navy 
and Army in the new Argentine Government creates the possibility 
that the present Government may not endure and that we may soon 
find ourselves dealing with some successor government. 


Factors Weighing in Favor of Aid to Argentina 


1. Argentina is one of the strongest, most mature and economi- 
cally developed countries of Latin America. She has a long tradition 
of aloofness and suspicion towards the United States. She now 
frankly asks for United States assistance and offers to cooperate 
closely with the United States. A generous response from the United 
States may well bring about a relationship between the two 
countries unlike anything that has ever existed before, a relationship 
which will strengthen the United States’ position, not only in 
Argentina, but throughout Latin America. Failure of the United 
States to respond generously will almost surely drive Argentina 
further into her traditional attitude referred to above. 

2. The present Argentine government appears to be dominated 
by people who are wholeheartedly devoted to the private enterprise 
system and to those governmental economic principles which we 
support in the United States. If we strengthen this group by gener- 
ous assistance we may well insure that Argentina will abandon the 
state interventionist theories with which she has experimented and 
frankly follow the private enterprise system. Such a turn of events 
in Argentina would exert a powerful influence on a number of other 
governments of South America. 

3. This Government has made strong representations on Com- 
munism. It proposes to adhere to the Caracas Resolution and to 
follow a vigorous program to stamp out the Communist conspiracy. 
If it does, in fact, follow this course the importance to our hemi- 
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spheric anti-Communist program will be great. Adherence to the 
Caracas Resolution will leave Mexico as the only Latin American 
state which has not subscribed to the Resolution. Such a situation 
may become intolerable to the Mexican Government. If the Argen- 
tines really atack Communism, the repercussions in Chile, Bolivia, 
Brazil, 'Jruguay, and Paraguay will be important. It could lead the 
way for a major and permanent setup to Communism in South 
America. The Communists recognize this danger and are attacking 
the United States with an intensity that I have not seen elsewhere in 
Latin America. 

4. The present Government, while Catholic, follows a line of 
temperance and tolerance which if continued will probably mean a 
minimum of religious difficulties with Argentina in the future. 

5. Argentina’s present dollar earnings will not enable her to 
service large dollar loans; however, her economy is one of the 
strongest in the hemisphere. As she reestablishes her former position 
of importance her ability to carry loans will inevitably improve. 
Likewise, when and if sterling becomes convertible, her ability to 
carry dollar loans will improve. Thus, it might be a mistake to judge 
Argentina’s dollar debt carrying capacity by her present dollar in- 
come. 

6. The United States Congress and public will almost surely be 
strongly inclined toward a generous program of economic assistance 
to the new Argentine Government. 





204. Telegram From the Ambassador in Argentina (Nufer) to 
the Department of State’ 


Buenos Aires, December 13, 1955—2 p.m. 


659. The pressures on the revolutionary government which the 
Department foresaw in its telegram 275 September 21’ have existed 
and continue to exist but there is general Embassy agreement that 
the provisional government which took over after September 16 
revolution (first headed by Lonardi and now by Aramburu) has thus 
far resisted those pressures beyond our fondest hopes, is the friend- 
liest toward US which has existed here for many years, and has 





* Source: Department of State, Central Files, 611.35/12~-1355. Secret. 
* Document 194. 
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demonstrated democratic convictions and purposes. Both ‘actors— 
friendly disposition toward US and democratic orientauon—have 
been relatively infrequent in Argentina history and do not have firm, 
deep roots. It, therefore, appears important and in our own best 
interests to help nurture this tender plant and do what we can 
ensure its continuance and further growth. The alternatives of a 
return to oligarchic government, resurgence of Peronism under what- 
ever name, or rapid spread of Communism are certainly not reassur- 
ing and we should move promptly to do what we can to help 
forestall them. 

We must be prepared for possible further changes of personali- 
ties, similar to change which forced Lonardi out and replaced him by 
another comparatively unknown general. Tendencies, however, are 
often more important than personalities and changes do not neces- 
sarily mean situation has worsened. There is reason to believe, in 
fact, that general tenor of government under Aramburu is better 
than existed under Lonardi. We may see further such changes; we 
should be prepared to take them in our stride and to carry through a 
consistent policy, provided changes do not mean success of one of 
the alternatives mentioned above. In particular, we must keep con- 
stantly in mind that our principal enemy is Communism and we 
must be sufficiently flexible to be able to support any government 
clearly prepared to carry torch against Communist ideology. In 
adopting policy of affirmative assistance we of course take calculated 
risk of (1) conversion of government to ultra-nationalist policy with 
anti-US bias, as would prospectively be case if intransigent radicals 
came to power or (2) development of some new form of dictatorship. 

In light of present situation—10 years of dictatorship, when few 
people had opportunity to learn by experience art of governing—and 
in view many favorable factors which exist now, but which may not 
exist for long, I strongly recommend we promptly undertake policy 
of concrete assistance to Argentina, that it be followed through even 
in face of possible discouraging developments which may well ensue 
from existing circumstances. The successful visit of Holland group 
came at propitious time and further strengthened friendliness toward 
United States of those now in power, but feeling of let down will 
almost inevitably ensue unless we can take prompt steps to show we 
approve and support friendly disposition and democratic orientation 
which important elements of government have so clearly manifested. 
Specifically, I recommend for Department's consideration following 
policies to be pursued actively by US in immediate future: 
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The San Nicholas credit remains open and it appears provisional 
government will take it up. However, this is tagged with Peron label 
and will do little to win additional support for revolution. I do not 
mean to belittle its future importance for Argentina and think we 
should do everything we can to see that project is completed quickly 
and efficiently; but it will, I am afraid, be of minor help to present 
government.’ General public expects additional help and this must 
be forthcoming if government is to be effectively assisted maintain 
itself against many contrary forces. Therefore, Embassy recommends 
that when specific requests for credits received they be considered 
promptly and not only in light present Argentine ability to repay 
but that good credit record, future economic growth potential, and 
politico-security factors also be taken into consideration (as was 


seemingly contemplated by Department telegram 275). 
Military 

Argentine Navy is one of soundest, most stabilizing and demo- 
cratic forces in Argentina; has been and remains unitedly behind 
revolutionary government. Through Vice President Rojas and its 
officer corps, it has consistently and actively supported democratic 
objectives of revolution. Navy has widespread popular support, 
especially among middle and upper classes and has shown itself 


willing and able assume responsibilities thus placed upon it. I 
believe, therefore, it is in our interest to supply on best possible 
terms equipment which has been requested through diplomatic 
channels for Navy. I recommend we take prompt steps to supply 
available material and that we move promptly on negotiations re- 
garding substitutes for unavailable items. (All this is of course on 
assumption official government request for naval assistance will be 
maintained despite deprecatory attitude on its importance reflected 
by Aramburu in informal luncheon conversation with Holland.) 

No requests from Air Force have yet been made but, if and 
when received, should be given prompt sympathetic attention. Air 
Force has certain tradition, although briefer in time and not so 
firmly fixed, with respect to separation of military career from 
politics and this should be encouraged. As raised by Argentines in 
talk with Douglass during Holland visit reestablishment US air 
mission is distinct possibility which we should of course promote. 











































*The agreement in question, the Export-Import Bank loan of $60 million for 
construction of an Argentine steel mill, was signed in Washington on February 27, 
1956, by representatives of the Bank and SOMISA. Bernbaum informed Nufer of the 
signing in a telephone conversation that same day. (Memorandum of 
conversation by Bernbaum; Department of State, Central Files, 835.10/2-2756) 
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205. Editorial Note 


On December 21 the United States and Argentina signed an 
agreement in Buenos Aires authorizing the sale to Argentina, 
through private United States traders, of 80,000 metric tons of edible 
oils and/or fats. The agreement, which provided for the sale of 
commodities valued at approximately $25.3 million, was concluded 


merce, and for the United States by Ambassador Nufer. For text, see 
6 UST (pt. 5) 4977. Documentation regarding the negotiation of the 
agreement ‘s in Department of State, Central File 411.3541. 
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206. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Deputy Under 


Secretary of State (Murphy)! 








Washington, January 27, 1956. 
SUBJECT 


Distribution of Information on Argentine Relstions Prior to Visit of 
Delegation 


Discussion: 

The Argentines will soon send to Washington a delegation 
which will explain the programs of the present government and will 
make specific requests for aid from the United States. We do not 
know just what requests they will submit. 

I have no desire to prejudge requests not yet received; nor do I 
feel that we should adopt an attitude of willingness to accede to 
whatever requests the Argentines may make of us. However, I 
believe that it is constructive that the general nature and dimensions 
of the Argentine problem be understood by those people in our 
Government who will be dealing with matters raised by the Argen- 
tine delegation. 

Recommendation: 


I have prepared and attach a memorandum analyzing the pres- 
ent status and significance of our relations with Argentina. With 
your approval I would like to send it to Treasury, Commerce, 
Defense and the Export-Import Bank with an explanation substan- 
tially along the lines of this note.’ 





* Source: Department of State, Central Files, 611.35/1-2756. Secret. The Bureau of 




















[Enclosure] 


Memorandum by the Assistant Secretary of State for 
Inter-American Affairs (Holland) 


January 26, 1956. 
SUBJECT 
Present Significance of our Argentine Relations 


Argentina is one of the three most important Latin American 
countries, the other two being, of course, Brazil and Mexico. Never 
have our relations with Argentina been in so delicate a state as they 
are today. Their conduct in the immediate future will determine for 
years to come the nature of our relations with Argentina; will 
profoundly affect our relations with other South American countries, 
and will be a major factor in our campaign against Communism 
throughout South America. 

Argentina’s traditional attitude toward the United States has 
been suspicious, aloof and competitive. There are several reasons. 
Their economy is basically strong and considerably industrialized. It 
is competitive with our own in the agricultural field which is the 
origin of Argentina’s principal exports. This has meant competition 
with us in world markets and inability to finance a large volume of 
imports from the United States. 

The Argentine army has been German-trained for many years. 
This has made it a factor weighing against good relations with the 
United States. 

The factors above have caused considerable anti-United States 
sentiment among the upper classes of Argentina. During a substan- 
tial part of the ten-year Perén regime the Government encouraged 
anti-United States feeling among the working classes, thus extending 
considerably the base of hostility toward the United States. 

In the last two years of the Perén regime his enemies accused 
the United States of excessive friendliness to the existing Argentine 
government. Considerable pressure was exerted on us in the United 
States and by anti-Perén elements abroad to adopt a policy of 
hostility to the Perén regime. We followed, however, the same 
policy of economic assistance and friendship which we have pursued 
with all the American states regardless of the degree of dictatorship 
of the government. The fall of the Peron regime has placed in power 
a number of people who harbor deep resentments against the United 
States. 
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The problems of the present government are further intensified 
by the fact that it represents an uneasy alliance between the Army 
and the Navy. Admiral Rojas, head of the Navy, and the real leader 
of the recent revolution, although Vice President is actually the 
strongest man in the government. Just why he occupies the second 
place is not clear. He states that it is because of the Navy’s long 
tradition of forswearing political activity. More probably the Army 
has been given the top post as an additional means of insuring its 
support for the new government. 

The Communist party in Argentina is large and well-organized. 
Today it is exceedingly active and is trying to take advantage of the 
existing unsettled conditions to capture the largest possible number 
of the orphaned pro-Perén element—heretofore the most numerous 
politically organized group in the country. 

Balanced against the foregoing are factors which, in my judg- 
ment, put it within our power largely to obliterate the old and new 
resentments against the United States, to create a completely new 
relationship of mutual understanding, confidence and friendship and 
to make of Argentina an aggressive partner in our war against 
Communist subversion in this hemisphere. These factors are dis- 
cussed below: 

The new government realizes that the country needs badly an 
almost Herculean work of economic reconstruction. The industrial 
plant is dilapidated and neglected. Transportation, power and com- 
munication are likewise. Agriculture has been decapitalized and 
discriminated against in a vain effort to achieve a showy and 
impractical kind of industrialization. 

The new administration is convinced that it cannot succeed in 
the economic field without strong assistance from abroad. It has 
turned first to the United States. It appreciates realistically that this 
assistance will not be forthcoming unless Argentina is prepared to 
adopt a frankly pro-United States and anti-Communist attitude. It is 
willing to follow that course, one that requires considerable courage 
because of the broad sectors of all classes of society who would 
readily sympathize with an anti-United States policy. 

The present cabinet includes a number of men who impress us 
as having integrity, intelligence, courage and sufficient experience to 
enable them to perform a constructive job in the fields of industry, 
agriculture, commerce, labor and banking. Such men must begin to 
show a degree of immediate accomplishment; otherwise groups with 
a greater demagogic appeal will be able to engineer their downfall. 
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The new government has already endorsed the Pact of Bogota,’ 
one of the three treaties in the inter-American structure. This 
eliminates the last holdout against the Pact. The government has 
expressed its intention to adhere to the anti-Communist resolution 
adopted by the Tenth Inter-American Conference in Caracas. If 
Argentina adopts a policy of frank hostility to Communism and 
cooperates with us effectively in hindering the operation of the 
international Communist apparatus, the effect throughout South 
America will be very significant. The Communist organization will 
immediately find it more difficult to operate in Chile, Bolivia, Brazil 
and Uruguay, in all of which it is now causing us serious problems. 

If Argentina adopts a policy of frank support of the private 
enterprise system, the efforts of socialistically-minded politicians and 
economists in the same four surrounding countries will be considera- 
bly weakened. 

In conclusion the Argentine situation today gives to the United 
States an opportunity to establish a kind of relationship with an 
exceedingly important American republic which we have never en- 
joyed, an opportunity to achieve a major advance in our hemispheric 
fight against Communism and an opportunity to establish the pri- 
vate enterprise system far more firmly in the entire South American 
continent. 

This opportunity is a passing one. Argentina cannot wait to find 
help in solving her urgent problems. If we do not extend help she 
will welcome it from other sources prepared to give it and whose 
participation will prejudice United States interests. The United States 
public, influenced by our strongly anti-Perén press, will enthusiasti- 
cally support a policy of generous aid to Argentina. 

Failure to exploit this opportunity may well mean that the 
present Government, which is prepared to adopt a strongly pro- 
United States attitude, will collapse and be supplanted by another 
hostile to the United States. Failure to exploit this opportunity will 
surely cause Argentina to adopt a course which can seriously preju 
dice our interests there and elsewhere in the hemisphere. 

The purpose of this memorandum is to alert all those who will 
participate in decisions relating to Argentina of the significance of 
the problems with which they will be dealing. 





* A reference to the Charter of the Organization of American States (OAS), 
signed at Bogota on April 30, 1948, during the Ninth International Conference of 
American States. For documentation on U.S. participation in the conference, see Forrign 
Relations, 1948, vol. 1x, pp. 1 ff. For text of the OAS Charter, see 2 UST 2416. 
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207. Memorandum of a Conversation, Rio de Janeiro, February 
2, 1956' 








SUBJECT 
Argentine Economic Mission; United Nations Mission to Argentina 
PARTICIPANTS 


Dr. Luis A. Podesta Costa, Argentine Minister of Foreign Affairs 

Sr. Ernesto A. Nogués, Argentine Chief of Protocol 

Sr. Guillermo Mackintosh Derqui, Argentine Counselor of Protocol 
Mr. Henry F. Holland, Assistant Secretary of State for Inter-American 
Affairs 

Mr. Maurice M. Bernbaum, Director of South American Affairs 


Mr. Holland stated that he and others in the Department had 
been awaiting word regarding the plans of the Argentine Govern- 
ment to send an economic mission. He described the various com- 
munications between the Department and the Embassy regarding 
whether the Argentine Government should send an advance group 
of technicians to Washington to consult informally on the proposals 
to be made later by the economic mission, or whether the United 
States Government should, as requested by Mr. Prebisch, send a 
group of technicians to Buenos Aires to assist in the preparatory 
studies being made by the Argentine Government. He stated that the 
final decision was for the Argentine Government to submit its 
figures to the Embassy for transmittal to and comment in Washing- 
ton. Not having heard any more of the matter, he was inquiring as 
to the intentions of the Argentine Government and also wanted it 
understood that our interest in the mission had not diminished. 

Th. Foreign Minister stated that he was not up to date on the 
matter and that he would consult with Mr. Prebisch upon his return 
to Buenos Aires. He expressed his appreciation for Mr. Holland’s 
expression of continued interest in the Argentine economic mission 
and stated that the Argentine Government was most definitely 
interested in the matter. 

Mr. Holland then referred to unofficial reports to the effect that 
the Argentine Government was soon to receive a United Nations 
economic mission to advise on Argentine economic problems. He 
stated that he was referring to this mission owing to the close 
relationship which it would necessarily have with the economic 
program eventually adopted by the Argentine Government and with 
the economic mission to be sent by Argentina to Washington. He 





* Source: Department of State, Central Files, 835.00/2-256. Limited Official Use. 
Drafted by Bernbaum on February 9. These U.S. and Argentine officials were in Brazil 
for the inauguration of Brazilian President Juscelino Kubitschek on February 2. 
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stated that there were a great many European economists of note 
available to the United Nations who did not share United States 
views on the importance of private enterprise and who were inclined 
to emphasize Government participation in business. Mr. Holland 
added that although the economic advice to be received by the 
Argentine Government and the economic philosophy which it would 
adopt were naturally matters to be decided by Argentina itself, he 
did think it important that the Argentine Government should be 
aware of the obstacles which might be placed in the way of 
successful negotiations with the United States if the Argentine 
presentation were based on such philosophy. He therefore ventured 
to suggest the desirability of including in the United Nations delega- 
tion a number of United States economists who could be counted on 
to represent United States economic thinking. 

The Foreign Minister expressed agreement with Mr. Holland’s 
viewpoint and stated that he would bring it to Mr. Prebisch’s 
attention in Buenos Aires. 





208. Telegram From the Ambassador in Argentina (Nufer) to 


the Department of State’ 


Buenos Aires, February 10, 1956—7 p.m. 


879. Embassy skeptical whether there exists as yet any fully 
elaborated plan for Argentine economic reconstruction including 
definite amounts aid wanted from US (Department telegram 803, 
February 6; Embassy telegram 865, February 8”). Government clearly 
thinking in terms substantial financial aid from US. Argentine slow- 
ness to specify aid wanted may be attributed to (1) fear of being 
rebuffed; (2) nationalistic opposition to outright request for foreign 
loans; (3) caution inspired by Exim reception steel mill application; 
(4) time required explore possibilities financial help from Europe or 
private sources in US. Embassy informed technical advance group 
will probably visit Washington shortly to explain needs and present 
supporting statistics. Higher level mission may be delayed until 
Argentina has some indication of probable reception for specific 





* Source: Department of State, Central Files, 033.3511/2-1056. Confidential. 
* Neither printed. (/bid., 033.3511/2-456 and /2-856) 
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request; which may itself be modified by US reaction to advance 
group. 

Ability provisional Government, which is democratically orient- 
ed and has shown favorable disposition US, to stay in power 
depends in part on ability to pull Argentina out of its present 
economic morass. Failure in this might cause replacement by less 
desirable government with possible anti-US bias. Although US not 
responsible Argentine delay, Embassy feels in view passage of time 
it is most important we be prepared react promptly when Argentine 
request presented. 

Embassy fears agreement to all phases Argentine request may 
not be feasible. Therefore suggest Argentines be urged present 
requests in form of specific projects with indications of what com- 
plementary financing is expected from sources other than US Gov- 
ernment. This would permit examination and approval one part at a 
time and avoid embarrassment of Argentine Government if reply to 
a global type proposal appeared unfavorable here. Embassy has 
already dropped word to some officials in Ministries Finance and 
Foreign Relations that project type proposals may be easier tu 
discuss and might advance more quickly in Washington. 

The unfortunate fact must be recognized that most of essential 
reconstruction projects such as steel plant, electric generators, etc., 
will require at least 3 years to have any appreciable effect on 
Argentine economy. Some smaller projects such as credit facilities for 
raw materials, industrial machinery replacements, farm machinery, 
etc., would have some effect within year. Critical period will proba- 
bly occur within few months. 

Embassy wishes emphasize once more importance keeping in 
view important political considerations in determining extent and 
nature US assistance and of avoiding if at all possible apparent 
negative reactions which would permit unfriendly elements here 
blame crises on US. 








Nufer 





209. Editorial Note 


On February 23 an NAC Working Group met, pursuant to a 
request by the Department of State, to deal with expected requests 
for economic assistance from Argentina, Brazil, and Chile. The 
Chairman of the Working Group, Henry Bitterman of the Depart- 
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ment of the Treasury, stated that the group would be concerned 
strictly with objective economic criteria and not with political con- 
siderations. (Memorandum from Vaky to Holland, February 27, 
1956; Department of State, Central Files, 835.00/2—2756) 

On April 12 the ABC Working Group, as it was called, forward- 
ed its study to the NAC Staff Committee. (NAC Staff Document 
748; ibid, NAC Files: Lot 60 D 137, Staff Documents) Vaky forward- 
ed a copy of the study to Holland and Lyon on May 10, and in a 
covering memorandum provided a summary of its principal conclu- 
sions. His memorandum reads in part as follows: 


“What Argentina needs to do now in order to her 
pee Se is to reverse the policies which t about 
t di ties. In general terms the main required measures are: 


presen 
1) bring inflation under control; 2) develop a long-range agricultural 
and livestock program that aves adequate consideration to the 
country’s uctive opportunities and export bilities; 3) reha- 
bilitate overhaul the railway system both physically and admin- 


these pro out of her own resources. If her reco is not to be 
indefini or slowed down she will need amounts 
of enteral . The figure of 1.2 billion dollars mentioned 
ee ee Se Se ee ee ee ee ee ee F 
depends on specific p programs Government, 
about which we know practically nothing. The amount she will seek 
from foreign governments or international institutions will d 
upon her willingness to accept private foreign investment the 
extent to which she obtains capital goods by contracting short and 
medium term equipment obligations abroad.” (/bid., Central Files, 
835.00/5-1056) 
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210. Memorandum of a Conversation, Department of State, 
Washington, April 25, 1956, 4:30 p.m.’ 


SUBJECT 
Developments in Argentina 
PARTICIPANTS 


Dr. Adolfo Vicchi, Argentine Ambassador 

ARA—Mr. Holland 

OSA—Mr. Vaky 

Ambassador Vicchi said that he wanted to give Mr. Holland a 
rundown of developments in Argentina as he saw it following his 
recent consultation in Buenos Aires. 

The Ambassador said that there was no question regarding the 
stability of the present Government. Aramburu’s prestige had in- 
creased enormously. The danger of the return of Perén had disap- 
peared and Peronista support and sentiment had declined greatly. 
The plots and sabotage reported in the press were terroristic, but any 
feeling for a return to Peronismo had been largely dissipated. The 
Ambassador did say that there were political differences within the 
Government's support such as those between the political parties. He 
said that for example the Radical Party was deeply divided, and 
other political elements were apprehensive over Frondizi* and the 
Intransigent Radical Group. For this reason it was extremely difficult 
to estimate when constitutional government might be formed. He 
said, however, that if the present Government can carry out its 
policies and if economic health and stability can be achieved, the 
Government would secure undoubted majority support and a politi- 
cally stable climate. 

The Ambassador said that it should be remembered that the 
Government was composed of heterogenous elements, each with its 
own criteria and ideas. This, plus the fact that the present govern- 
ment members, however sincere and well-intentioned, had little 
experience in government, meant that the evolution of policy and 
formulation of important decisions was necessarily slow. He said, 
however, that the Government was moving firmly, if slowly, in the 
direction of constitutional stable government and a freer healthy 
economy. He said that for that reason the United States should be 
patient with respect to the speed with which new policies are set 
and decisions are taken in Argentina. 





* Source: Department of State, Central Files, 735.00/4-2556. Confidential. Drafted 


by Vaky. 
? Arturo Frondizi, leader of the Radical Party. 
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He had been perturbed, he said, over some internal economic 
measures, such as price control, which he felt were not leading in 
the right direction. He had been assured, however, that these were 
necessary emergency measures which would be eliminated as soon as 
possible. The Government's intention was to move toward less state 
control and a freer economy. He mentioned that the power had now 
come to the fore, and said he felt that the political parties had 
adopted a somewhat demagogic attitude, but that the Government 
did not share that view. The Government was determined to adopt a 
policy of working out satisfactory arrangements to permit private 
companies to operate in the electric power field. 

Dr. Vicchi said that the question of Kaiser’s contract had been 
satisfactorily settled. The company was making additional invest- 
ments, and agreement was reached on the production of trucks, 
tractors, jeeps instead of passenger cars in the immediate future. 
Decisions had also been made to remove Kaiser and other American 
companies from the interdicted list, but that this would occur slowly 
because the Government wanted to remove several foreign compa- 
nies from various countries all at once. 

The Ambassador mentioned that public reaction to the an- 
nouncement that Argentina would join the Fund and World Bank 
had been good, and in response to Mr. Holland’s question, said that 
public reaction to the ratification of the OAS Charter and adherence 
to the Caracas Resolution was also favorable.’ 

Mr. Holland pointed out that if one or two large companies 
could invest large amounts in Argentina in whatever fields were 
mutually agreeable, this would greatly stimulate confidence abroad. 
The Ambassador agreed. The question of electric power again came 
up, and Mr. Holland mentioned that he had talked with representa- 
tives of SOFINA. The Ambassador pointed out that there were three 
foreign companies in the electric power field in Argentina—SOFINA 
(CADE), Italo (Swiss), and American and Foreign Power. The prob- 
lems of CADE and A&FP were very different, he said. CADE had a 
bad reputation as a result of charges and countercharges of bribery 
over the securing of its 1936 concession. Nevertheless, the Govern- 
ment was willing to work out with CADE mutually satisfactory 
arrangements for continued operation by the company. The Ambas- 
sador repeated several times that although there was considerable 
sentiment for nationalization of the electric power industry, particu- 
larly on the part of political parties, he was convinced that the 
Government would stand firm on its policy of permitting private 
companies to operate and would establish that policy. Mr. Holland 








* Argertina ratified the Caracas Resolution in March 1956 and the OAS Charter 
on Axil 10. On September 20, Argentina joined the IBRD and the IMF. 
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said that the interesting point to him was that he had been told by 
representatives of both A&FP and SOFINA that, if satisfactory 
conditions can be established, the companies would be willing to 
invest large amounts of new money. 

Mr. Holland then referred to his luncheon with Ambassador 
Garcia, that afternoon, in which the latter expressed the desirability 
of having young Argentine military officers trained in the US. Mr. 
Holland stated that the same problem arose in this regard as had 
arisen on the question of purchase of armaments. If a bilateral 
military pact existed, funds would be available for large scale train- 
ing or provision of armaments. Without such a pact, the US was 
limited in what it could do in this connection by non-availability of 
funds and statutory limitations. He said he merely wished to point 
out these advantages. On the other hand, he did not consider that 
there was any pressing military reason to conclude a pact immedi- 
ately, and he fully appreciated that to conclude such a pact with this 
country would present the Argentine Government with serious inter- 
nal problems. Ambassador Vicchi said that was certainly the case. If, 
for example, a military pact was concluded simultaneously or shortly 
after the extension of economic assistance to Argentina by the US, 
the Government would immediately be charged with “selling out” to 
the Pentagon. This would give to certain elements a handy club with 
which to beat the Government over the head, and would present a 
serious internal problem. Moreover, the Ambassador went on, the 
Argentine public is traditionally isolationist and antipathetic to mili- 
tary obligations abroad or military alignments with other countries. 
He pointed out two recent incidents of this, stating that when Perén 
was considering participating in the Korean effort there was a 
sincere, spontaneous and widespread public reaction against it. Sec- 
ondly, the major criticism directed against the Standard of California 
contract was that it would provide foreign military bases on Argen- 
tine territory. However wrong this conclusion might have been, it 
was a real concern to the public. He admitted that some military 
elements, desirous of obtaining armaments, were partial to the 
conclusion of a pact, but felt that the Government could not at this 
time do that without seriously exposing itself to public antipathy 
and internal opposition that would greatly weaken it. 

On the other hand, the Ambassador went on, he felt that such a 
pact would come by itself in time. He pointed out that Argentina 
was now embarked on a policy of greater hemispheric and interna- 
tional cooperation, having ratified the OAS Charter, decided to join 
the IMF and adhered to the Caracas Resolution. As this policy 
continued Argentina would evolve to the point where a military pact 
would logically follow. He added that there was no question but 
that in a war or military crisis Argentina would be at the side of the 
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US with or without a pact, but he agreed that there was no 
immediate crisis or military need for conclusion of a pact now. 
The Ambassador then said that this raised the point of reequip- 
ment of Argentina’s armed services. He said that there was a need 
for this, and military leaders were naturally concerned with obtain- 
ing modern equipment. He stated that he had brought back with 
him a list of equipment which the military [he seemed to be 
referring largely to the Army here]‘ desired. If some facility or 
manner could be found to provide this equipment, such as favorable 





military aspect. He said that he wanted to discuss this at greater 
th Mr. Holland at a later date, at which time he would 
list, but he did want to advise him that this matter was 
5 


coming up. 





611.35/5-2456) 

In a letter to Gray, June 19, Barnes summarized the Argentine request, comment- 
ing that “The Department of State desires to assist the Argentine Government in 
pany Seg ey ede Rage mop ede yi te ag pce ng dl my 
out that the Department of State was unable to assess 


pricing and availability study. (/bid., 735. S_MSP/S-2456) 
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211. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Secretary of State’ 








Washington, June 12, 1956. 
SUBJECT 

Argentine Revolt 

Martial law continues in Argentina, but the nation now appears 
quiet.* There have been no reports of injuries to Americans or to 
American property. 

It mow appears that the Army units which rebelled did not do 
so in a body; rather, attempts to seize control of them were made by 
outside groups or disloyal internal elements. In only one case was 
resistance prolonged, and the revolt as a whole was effectively 
suppressed by noon on June 10. 

The Government is carrying out an intensive search for Peronis- 
ta leaders, and has rounded up, according to unofficial reports, some 
1,000 persons. Government announcements confirm the execution, 
following trial by military court, of 16 active and retired military 
personnel, and 18 civilians. These courts continue to sit. 

The Provisional Government's forceful action in meeting this 
crisis has probably strengthened it for the time being. Should, 
however, it adopt a policy of greater severity toward the Peronistas, 
including Army purges, the Administration may forfeit any chance 
of substantially pacifying the political life of the country. 

There is no reason to believe that the revolt will have any effect 
on the present excellent state of Argentine-United States relations. 





* Source: Department of State, Central Files, 735.00/6~-1256. Confidential. Drafted 
by Watrous and Vaky. Copies were sent to Hoover and 
On 10, 


7 June 
revolted against 
July 5, analyzed the limited role which 

00/7 


(Iid., 735.00/7-556) 

















ment of State, Central Files 835.00 and 835.10. 





Argentine Policy Toward Private Investment 

PARTICIPANTS 
Dr. Carlos Coll Benegas, Chief of the Argentine Financial Mission 
Henry F. Holland, Assistant Secretary for Inter-American Affairs 


Rollin S. Atwood, Director for Latin American Operations, ICA 
Maurice M. Bernbaum, Director for South American Affairs 


The conversation took place during luncheon at the Metropoli- 


Bank, he thought it would be useful for Dr. Coll Benegas to have 
the benefit of his personal observations based on experience regard- 
ing the economic policies of our Government. He went on to say 
that these policies were largely based on the sep: that the 
primary burden for the economic development of sny country was 
on that country’s private investors, the efforts of its own private 
investors could be supplemented by the very important contributions 
of foreign private investors, and that Government financing could 
play a most important but nevertheless relatively minor role. Our 


these policies. 
Mr. Holland stated that he was accordingly somewhat disturbed 
over indications that the Argentine Government was planning to 





* Source: Department of State, Central Files, 835.00/7-656. Confidential. Drafted 
by Bernbaum on July 9. 
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expropriate CADE and to apply for Government loans to expand its 





would permit the extension of a loan to a government for an 
expropriated property for which private capital was readily available. 
Secondly, Mr. Holland was reasonably certain that the reaction in 
investment circles would be one of apprehension regarding the 
future of private investments in Argentina. Given the caution of 
most investors, the net result would be the drying-up of investment 
interest in Argentina. Mr. Holland recognized that the Argentine 
Government would treat the CADE shareholders equitably and that 
it would be ready to give assurances to private investors that they 
woulu be treated fairly and equitably in the event that their own 


holdings might be taken over by the government in the future. He 
pointed out, however, that this would represent only cold comfort to 


and w 

ophy and good intentions underlying them. He observed, 
however, that the Argentine Government was not entirely a free 
agent to the extent that it was necessary to yield to public opinion. 
case had an extremely bad reputation in Argentina 
to fraudulent practices in the past, with the result that most 
of public opinion in Argentina felt that CADE would have to 
go. Government intervention in this case would be only an interme- 
diate step in the eventual taking over of the firm by private 
tal. Such capital was not now available in sufficient 
the result that the Government 
an interim basis and to unload its holdings as 
the opportunity presented itself. CADE shareholders would have 
their interests protected through the allocation to them of shares in 
the new company based on evaluation of existing holdings, less the 

considerable amounts of money owed the Government. 
the situation was entirely different 
with respect to the American and Foreign Power problem with 
which the Government and public opinion were entirely sympathet- 
ic. Their plans for this organization involved full restitution on an 
equitable basis to be worked out jointly for the previously-expropri- 
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ated properties and for the establishment of conditions which would 
permit the company to operate profitably and to expand its opera- 
tions in the future. 

Mr. Holland stated that he was most grateful for that kind of 
news regarding American and Foreign Power. He was also happy 
that CADE was Belgian and not American owned, since that would 
permit him to emphasize the importance he attributed to private 
capital regardless of its national origins. He recognized that there 
might exist special circumstances regarding the background of CADE 
which might call for special solutions. He suggested, however, the 
desirability, from the viewpoint of investor reaction, of basing the 
ultimate solution on private capital rather than on government 
expropriation, since that was, in any case, the Argentine Govern- 
ment’s ultimate objective. When asked by Dr. Coll how this could 
be done, Mr. Holland offered as an illustration the possibility of 
having a group of prominent Argentine businessmen get together a 
sufficient amount of money to cover the peso costs of the necessary 
expansion in CADE facilities and then to negotiate with CADE the 
formation of a new company in which CADE shareholders would 
have an interest based on the value of their properties. The Govern- 
ment might, if necessary, underwrite peso deficiencies. The new 
company would then be in a position to apply to the Export-Import 
Bank for a loan covering the dollar costs of the material and 
equipment required for the expansion of facilities. Mr. Holland 
pointed out that this was a frequently used device in the United 
States and was only one of a large number of possible alternatives. 
He emphasized again that he was speaking personally and was in no 
way qualified to speak for or commit the Export-Import Bank. 

Dr. Coll Benegas smilingly remarked that this would be a very 
ingenious solution which merited serious consideration by his Gov- 
ernment. He appeared to think that something might be worked out. 
He expressed his appreciation to Mr. Holland for the interest dis- 
played in Argentine problems and for the valuable advice given. It 
was suggested that he get in touch with Mr. Holland from time to 
time during his stay in Washington. 

The conversation then turned to the interest of the Argentine 
Government in securing Point 4 assistance (see separate memoran- 
dum).” 








*Not printed. (/bid., 835.00-TA/7-1156) The “Point 4” program, so-called after 
President Truman’s fourth point during his inaugural address of January 1949, refers 
to the U.S. program of overseas technical assistance. 
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214. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Secretary of State’ 


Washington, July 11, 1956. 
SUBJECT 
Importance of Present United States Relations With Argentina, Brazil and 
Chile 


Current Importance 

This is an exceedingly important period in our relations with the 
three countries named. The course of our relations during the next 
few months will considerably shape our future relations not only 
with these three countries but with all of Latin America. 

The factors which cause this are: 


1. First, the current Soviet campaign for closer economic and 
diplomatic relations with Latin America.* That campaign is in its 
early stages. I believe that today the Soviets are assembling informa- 
tion, testing contacts and public opinion, preparatory to embarking 
on a coordinated program. 

2. Each of these three countries is emergi mee 0 08 
of political and economic confusion and w ess. Factors which are 
fluid today, but which are rapidly hardening will determine whether 
the next several years will be like the past or whether they will be 
years of stabilization and progress. 

3. As you know, these three countries are larger territorially 
than the rest of Latin America combined. They include over a third 
of the population of the area, and that third includes the most 
advanced peoples of the Latin American community. 

If Argentina, Brazil and Chile follow an anti-communist, pro- 
United States, pro-private enterprise road, then the course of the 
balance of Latin America is assured. On the other hand, if any one 
of these three countries deviates from that path, then we may have 
calamitous problems in the area. The Russians know this and will 
include these three countries in the e targets of the campaign 
for which they are now tooling up. They have excellent ~yony 
ties to create difficulties for us in each country. One of the best lies 
in offering | po financing for the Government oil mo- 
nopolies in Brazil and Argentina. Our own refusal to do so (in which 
we must remain firm) would lend great public appeal to a commu- 
nist offer. I hope earnestly that the Russians dissipate in other 
of the world whatever capital they have available for such adven- 
tures. 





* Source: Department of State, Central Files, 611.35/7-—1156. Secret. A handwritten 
note on the source text indicates that both Dulles and Hoover saw this memorandum. 

2 On January 16, Nikolay A. Bulganin, Chairman of the Council of Ministers of 
the Soviet Union, offered to expand diplomatic, economic, and cultural relations with 
Latin America. 














tina 417 


The foregoing does not mean that the communists are idle at 
this time. The USSR and all the Eastern European satellites except 
Albania have diplomatic missions in Argentina. They are very active. 
Attached as (Tab C) is a copy of a memorandum which I submitted 
to you March 6 outlining communist activities in Argentina.’ 
Present State of Relations With A-B-C Countries 





Attached (Tab A) is a two-and-one-half-page memorandum 
dated January 26, 1956, and in which I undertook to outline for you 
the present situation in Argentina.‘ It is still valid. Since its dictation 
the new Government has weathered several strong attempts by 
Peronist elements to overthrow it. As foreseen in the memorandum, 
it has adhered to the Anti-Communist Resolution of Caracas. It has 
joined the International Monetary Fund and the International Bank. 
It has established a close and effective liaison arrangement with us 
to combat communism. 

You are familiar with the situation in Brazil. The Vargas regime 
which ended with his suicide in August of 1954 was one of 
inflation, corruption and demagogic economic measures which cruel- 
ly weakened the national economy. The Communist Party gained 
substantially in numbers and influence, becoming the largest and 
most important Communist Party in the hemisphere. During the 
succeeding sixteen months, a caretaker administration was in power. 
It achieved nothing and left office in an embarrassing and undigni- 
fied series of quick shifts of power. The new administration headed 
by Kubitschek and Goulart was awaited with considerable forebod- 
ing. A number of factors, including visits by both men to the United 
States, the Vice President’s attendance at the inauguration, plus 
timely announcements of loans and other types of aid have all 
contributed to making the picture very different from that which we 
had feared. 

Attached hereto (Tab B) is a copy of a cable sent by Ambassa- 
dor Dunn on the day before his departure from Rio and just after 
his last interview with President Kubitschek.* In my judgment it is 
an entirely valid summary of the present situation in Brazil and | 
urge that you read it. 

The situation in Chile is less crucial, but exceedingly important. 
Chile’s history during recent years has been one of rapidly spiraling 
inflation, of increasing communist infiltration, growing anti-United 





* In this memorandum Holland summarized Soviet bloc relations with. Argentina. 
“The international communist front propagandizing for East-West trade,” he noted in 
part, “has its most active Latin American branch in Argentina.” 

* See the enclosure to Document 206. 

* See Document 333. 
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States sentiment and weakening national economy. Last year we 
persuaded the government to contract for a Klein-Saks Mission to 
assist in ordering its economy. One after one a number of the 
Mission’s recommendations have been adopted. With each decision 
the opposing influences were almost evenly balanced and the out- 
come was unpredictable. The Government and responsible public 
sectors of Chile are moving with some uncertainty down a road 
toward economic stability. Inflation has been checked. Important 
loan applications in the Exim and IBRD are receiving favorable 
consideration. Substantial new private investments seem assured. 
There is a chance that Chile may become the kind of example of 
successful self-discipline and private enterprise afforded by Venezu- 
ela and Peru in the past. 

In summary, United States relations with the A-B-C countries 
and the chances for real economic stability are better today than 
they have been in many years. 


Present Financial Negotiations with Argentina and Brazil 








We shall see the A-B-C presidents in Panama.*° We have today 
in Washington negotiating missions from both Argentina and Brazil. 
They are discussing financing for the economic programs of th: two 
countries. Some months ago each indicated that it would seek 
fantastic amounts exceeding a billion dollars. Their approach seems 
now to be considerably more moderate. 

We are going to have to decide soon on what financing we shall 
offer. The factors which should clearly control our decision seem to 
me to be: 

1. We should authorize that amount of loans which conforms to 
our stated policies, ie., that the loans be sound and repayable, that 
the projects be in the interest of the two countries, that the loans be 
to acquire United States goods or services, and that capital not be 
available from private sources. 

2. At the same time, we should condition loans upon reasonable 
assurances that the two governments will, in turn, follow certain 
policies which we feel are essential to real economic recovery. 

In Argentina this means a commitment to allow the electric and 
meat packing industries to expand under reasonable regulation and 
without increased Government competition. The Argentine negotiat- 
ing mission has indicated that, for political reasons, the government 
hopes to expropriate one of the two principal electrical companies 
(Belgian owned) and get Exim financing to expand the company’s 


* Reference is to the Meeting of the Presidents of the American Republics; see 
vol. vi, Documents 109 ff. 
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existing plant. The plan contemplates payment through allowing the 
former owners a minority interest in the new government-controlled 
company. This is not effective compensation. I explained to the head 
of the mission that any such move would make it hard for us to 
help the new Government. We should make the same point clear to 
President Aramburu at Panama. 

We cannot exact commitments from either government regard- 
ing the petroleum industry at this time. Neither is strong enough to 
fulfill them. We can, however, require reasonable assurances regard- 
ing control of inflation and basic sound monetary policies. 

These are rather modest conditions. However, we shall have to 
be rather firm to attain them. We are entirely justified in doing so 
because these are the kind of commitments that will weld the 
countries more firmly to us. Further, unless they are made, the 
prospects for stable economies are not good. 

3. Finally, in deciding on the amount of our loans to these two 
countries we must consider realistically the amount of credit that in 
our best judgment represents the minimum necessary to keep each 
country sturdy in its new close relations with the United States. We 
may well find that this will exceed the volume of loans which can 
be justified by purely banking and economic considerations. Where 
this is true we must be prepared, within reason, to lend the larger 
sum. The alternative could well be to drive either country into a 
relationship with the Soviet bloc which would impair our present 
strong situation in Latin America. 

Elsewhere in the world we have huge grant aid programs. This 
cannot be justified on fiscal and banking grounds, but they are 
necessary in order to produce the kind of attitude that we want in 
the countries benefitted. Fortunately, in this hemisphere our aid 
programs cost little, less than 1% of the global cost. Thus far we 
have succeeded in persuading the states that, as for government aid, 
they should be largely satisfied with generous loans. As our negotia- 
tions with Argentina and Brazil continue we shall be able to discern 
the amount of such credit which is the minimum necessary to assure 
favorable policies in those countries. The margin, if any, by which 
this sum may exceed that which can be justified on sound banking 
principles may well be a reasonable price for the security in this 
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"In a memorandum to Holland, July 18, W. Park Armstrong commented on 
Holland’s memorandum to Dulles of July 11. He stated that he was “ ‘in full agreement 





215. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Secretary of State’ 


Washington, July 14, 1956. 
SUBJECT 
Economic Assistance to Argentina 


An Argentine negotiating mission is well advanced in confer- 
ences seeking U.S. financing for government's economic program. 
President Aramburu will surely raise the question with us in Pana- 
ma. It is not necessary that we have a specific answer, but it is very 
important that we know by then whether U.S. will at the conclusion 
of the conferences offer some financing to Argentina or not. 

At this moment the Export-Import Bank is pessimistic regarding 
Argentina’s capacity to sustain additional dollar loans. Sam Waugh 
has conferred with Gene Black who says IBRD is reluctant to 
consider foreign currency loans because (1) it believes that Argentina 
is not yet a good credit risk, (2) it has reservations as to provisional 
government's legal capacity to pledge Argentine credit and (3) it 
would insist on sending its own study mission to Argentina before 
considering any loans there. 

As contemplated in my briefing paper to you of July 11, 1956, 
entitled “Importance of Present United States Relations with Argen- 
tina, Brazil and Chile”, it appears that we must decide whether 
political factors justify the U.S. in more generous credit policies than 
strictly banking considerations would justify. In my own judgment 





* Source: Department of State, Central Files, 835.10/7-1456. Secret. 
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they do, provided that Argentina gives us certain reasonable and 
politically practical assurances regarding treatment to be accorded 
private enterprise, and U.S. interests in particular. 

This problem is complicated further by the probability that, by 
the time we go to Panama, the Export-Import Bank will have 
decided to extend to Brazil substantial developmental credits 
amounting to several hundreds of millions of dollars. 

It is most urgent, I feel, that on Monday or Tuesday, July 16 or 
17, you meet with Secretary Humphrey, Sam Waugh and appropri- 
ate Department officers to determine the general attitude which you 
and President Eisenhower will take on this subject in discussions 
with President Aramburu in Panama. 


Recommendation: 


That you arrange such a conference.’ 





* Dulles initialed his approval on July 16. 





216. Memorandum of a Conversation, Department of State, 
Washington, July 16, 1956' 


SUBJECT 


Possible Statement by President Eisenhower to President Aramburu at 
Panama on Assistance to Argentina 


PARTICIPANTS 


Mr. Dulles, Secretary of State 


Mr. Humphrey, Secretary of Treasury 
Mr. Holland, Assistant Secretary of State 


Mr. Kalijarvi, Deputy Assistant Secretary 

Mr. Bernbaum, OSA 

Mr. Rosenson, REA 

Mr. Arey, Export-Import Bank 

Mr. Blowers, Export-Import Bank 

Mr. Holland said that the President will undoubtedly see Aram- 
buru at the forthcoming meeting in Panama and that the latter will 
press for some indication as to where the U.S. stands on the matter 
of loan assistance. A fact-finding group consisting of representatives 





' Source: Department of State, Central Piles, 835.10/7-1656. Confidential. Drafted 
by Rosenson. 
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of State, Treasury, Export-Import Bank and Agriculture has been 
holding meetings with the Argentine Mission for about 10 days. 
Argentina is seeking a total of $500 million for rehabilitation of its 
railroads, expansion of electric utilities, and industrial and agricultur- 
al equipment. Of this amount they consider $262 million urgent. 

Mr. Holland said that in Latin America Brazil, Argentina and 
Chile, in that order, are crucial in the struggle against communism. 
He mentioned the new Russian economic offensive which he said is 
still in the “tooling up” stage. If the communists got a foothold in 
any one of these three countries it would present us with a very 
serious problem in the whole continent. The new government is the 
first one in many years to be friendly to the United States. They 
need help badly. If we refuse our help there is a real danger that 
they will move toward closer relations with the Soviet bloc. 

Any assistance we give Argentina should be accompanied by 
certain conditions with respect to (1) American and Foreign Power 
(2) the meat companies and (3) CADE (Compania Argentina de 
Electricidad). Mr. Holland said that as regards CADE we should 
insist first that any change in the present setup should be made only 
in agreement with the present owners and secondly, that the enter- 
prise should remain in private hands. He explained parenthetically 
the bad reputation of CADE and the government's needs to elimi- 
nate it on political grounds. 

Summing up his brief presentation, Mr. Ho’iana expressed the 
view that we probably should be prepared to leni the Argentines 
$200 million for their railroads, letting them look ‘o private capital 
for their electric utility needs. He believed that we should recom- 
mend to the President that in speaking to Aramburu he should leave 
the impression that the U.S. will help out Argentina with some 
financing. 

Mr. Humphrey said that we cannot look at this problem in 
terms of Argentina alone. It must be regarded as a part of an over-all 
South American problem. There are also Brazil and Chile to consid- 
er. Taken together, the programs of these countries involve huge 
amounts of money. In one sense Argentina is the worst of the three 
in that it has the least commercial contact with the U.S., although in 
its treatment of U.S. investors it was probably no worse than Chile. 
Mr. Humphrey recognized that the new Argentine government is in 
every respect a great improvement over the old. They are trying hard 
to do the right thing and we should encourage them. However, the 
magnitude of the problem is such that we cannot reach a decision in 
the next 2 or 3 days. 

Mr. Holland pointed out that Chile is already well on the road 
to getting both Eximbank and IBRD loans. The Eximbank is now 
talking to the Brazilians in terms of very large amounts. So that 
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Argentina is trailing the procession rather than setting a pattern for 
the others. 

Mr. Humphrey thought the President should not commit the 
U.S. Government to make any loans to Argentina. 

Mr. Dulles agreed that there should be no commitment, but he 
pointed out that the talk between the two presidents is bound to 
give rise to certain inferences. Even friendly statements couched in 
the most general terms are likely to be considered later as moral 
commitments on the part of the U.S. He therefore thought that our 
recommendations to the President should contain caveats on this 





Mr. Humphrey said that the main trouble with lending to 
Argentina is that the country has such little dollar earning capacity. 

Mr. Arey said that when Mr. Waugh visited Argentina some 
time ago he had in effect told the government “We have committed 
ourselves to assist you in purchasing a steel mill in the U.S. even 
though we do not consider it an economic venture. We hope you 
will think about whether you really want to go ahead with the steel 
mill, because if you do it may affect your ability to borrow money 
from the Bank for other purposes.” Mr. Arey said that in addition to 
the $60 million they will get from the Bank for the steel mill they 
will need at least $40 million more, and they already owe the Bank 
$90 million. He thought the steel mill was a very unwise investment. 


to borrow in non-dollar currencies. 

Mr. Kalijarvi said that there has not as yet been an opportunity 
to study the problem with sufficient care, particularly as we have 
not had any real economic information from Argentina for the last 
10 years. We should not make any decisions on this important 
matter until we have made an exhaustive study of the facts. 

Mr. Holland said that the only purpose of this meeting is to 
decide on the recommendation to the President regarding what he 
should say to Aramburu. After Aramburu speaks to the President he 
will go away with one of two impressions: (a) that the U.S. has 
decided not to help Argentina, (b) that the U.S. is prepared to do 
something for Argentina. We have to decide which it will be. 

Mr. Humphrey said that the Argentine Government is a good 
one but that they are entirely unrealistic in the amount of borrowing 
they want tc do. He mentioned $20 to $30 million as the order of 
magnitude we should be thinking of. In this connection he again 
reverted to the difficulties which the Argentines would have in 
attempting to convert their soft-currency surpluses into dollars. 

Mr. Dulles asked what would happen if the Argentines did not 
get some assistance from the U.S. Mr. Holland said that the present 

















424 Foreign Relations, 1955-1957, Volume VII 


government would fall and that the Radicals and Socialists, who 
don’t like the U.S., would probably take over. 

Mr. Humphrey agreed that the present government must show 
results to stay in power. We ought to try to help them, but first and 
foremost we should work through the IBRD because of the currency 
problem. We should try to help them, but not encourage them to 
think in terms of the magnitudes about which they are now talking. 











217. National Intelligence Estimate’ 
NIE 91-56 Washington, July 17, 1956. 
THE OUTLOOK FOR ARGENTINA’ 
The Problem 


To assess the character and objectives of the present regime and 
the pressures operating within it; and to estimate Argentina’s inter- 
nal stability and foreign and domestic policies over the next few 


generally unable to implement broadly its basic program. (Paras. 23, 

















sede teedniaiiice caasainn ie dha Mate meta ace 
too fundamental to be more than partly undone at least within the 
period of this estimate. The government's dilemma is that it must 
satisfy the aspirations of the hitherto favored laboring classes, while 
at the same time attacking Argentina’s pressing economic problems. 
The degree to which these two conflicting necessities are reconciled 
will in large measure determine whether Argentina will move toward 
political freedom and stability or toward an increasingly unstable 
authoritarian regime. (Paras. 12-21, 47-50, 52) 

3. The government is capable of suppressing conspiracies and 
maintaining internal security. However, its stability will continue to 
be threatened by interservice rivalry, factionalism within the army, 
labor discontent, subversive Peronist activities, and unsatisfied aspi- 
rations of the legal political parties and the Church. (Paras. 23, 29-39, 
42) 

4. At the present time we cannot make a firm estimate of 
political developments in Argentina. The present regime is viewed 
by its supporters as only a temporary receivership entrusted with the 
fulfillment of the objectives of the revolution. It has recognized its 
limited tenure by committing itself to hold elections before the end 
of 1957. (Paras. 27, 35, 43) 

5. In view of the exclusion of the Peronist party and of former 
Peronist leaders as candidates, the Radical party is now overwhelm- 
ingly the strongest potential contender in a national election. How- 
ever, the present regime contains strong elements antagonistic 
toward the dominant Frondizi faction of the Radical party. It may 
therefore attempt to form a coalition of moderate-conservative 
groups to contest the election. If a Radical electoral victory seemed 
likely, the regime, under the influence of elements unwilling to 
accept that result, might rig the elections or postpone them indefi- 
nitely. In either of these eventualities, popular disappointment, Radi- 
cal party opposition, labor discontent, and continued interservice 
rivalry and factionalism in the army would probably force the 
government to move toward a rightist-oriented authoritarian regime. 
In our view, however, a regime of this kind would probably have to 
give way in time to a regime commanding mass support. (Paras. 
35-37, 44) 

6. We believe that the Provisional Government presently intends 
to effect an orderly transfer of power to a duly elected civilian 
government, and that the chances are slightly better than even that 
it will succeed in doing so approximately on schedule. However, 


pending the accomplishment of this transition, the regime will 
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remain vulnerable to revolutionary upset or a seizure of power by 
certain military elements within the present regime. (Para. 45) 

7. The still legal Communist Party, whose membership has 
grown from about 35,000 to about 50,000 since the fall of Peron, 
will probably continue to expand its influence unless it is outlawed. 
In free elections it could probably organize a substantial protest vote, 
and for this reason would be considered an attractive political ally. 
(Paras. 40-41, 46) 

8. The present government faces serious political difficulties in 
carrying out its economic policies. Plans to resist wage increases and 
offset inflationary pressures by increased production and saving will 
almost certainly meet growing labor resistance. The latter will de- 
mand additional wage increases as long as price controls continue to 
be ineffective. Demands for increased credit will add to existing 
inflationary pressures. (Para. 52) 

9. The government's longer-run problem is how to revive eco- 
nomic growth. Solution is dependent upon development of the 
nation’s inadequate transport, power, and other basic services. Since 
Argentina will not itself be able to finance such development, it will 
continue to seek financial assistance primarily from the United 
States, the World Bank, and Western Europe. However, until the 
petroleum development problem is well on the way to solution, 
Argentina will lack the ability to service large foreign investments 
and will probably not be able to attract substantial foreign private 
funds. (Paras. 47-49, 54) 

10. So long as the present government is in power, Argentina 
will almost certainly pursue a policy of accommodation with the US, 
although probably not to the extent of negotiating a bilateral mili- 
tary pact. As to possible successor governments, the degree of 
cooperation will vary; it would probably be greatest from a rightist- 
oriented authoritarian regime and more limited if a Radical or neo- 
Peronist government came to power. (Paras. 56-59) 

11. Economic needs will probably lead Argentina to expand its 
already extensive trade with the Bloc. Argentina might also accept 
Soviet offers of developmental assistance, particularly if such aid as 
the United States may offer appears insufficient. (Paras. 51, 53-55, 
62) 








[Here follow paragraphs 12-62 and an appendix.] 
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218. Memorandum of a Conversation, Department of State, 
Washington, July 20, 1956, 12:15 p.m.’ 





world market conditions in the next several years, as both 
quantity and price. 3) While Argentine estimates of capital needs 
were very large, the Government feels unable to utilize all possible 
resources—namely private capital—to the full extent it could for 


investing $300 million in a program which will do only little more 
than keep up with the increase in fuel consumption and not solve 
the basic fuel deficit. Thus the Government is handicapping itself in 
the realization of its economic recovery program. 4) The nature of 
Argentina's foreign trade means that its principal export earnings are 
in European currencies. Consequently, arrangements which Argenti- 
na will make with these European countries regarding convertibility 
are of basic importance to their program. Dr. Coll said that that is 





‘Source: Department of State, Central Files, 835.00/7-2056 Confidential Drafted 
by Vaky 
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about the problems of American investors such as the meatpackers. 
He thought it well to reiterate the desirability for prompt and 
concrete action in their solution. Finally, he said, he understood that 
the Mission upon its return from New York would begin discussions 


with the Eximbank. He noted that the IBRD would be a very logical 
institution to talk to as well since it could offer financing in the 


one of his major preoccupations and recalled that it was the first 


point he had mentioned to Mr. Bernbaum. 
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would not be made where private capital was willing and able to do 
the job on reasonable terms. However, he felt it should not be said 
at this juncture thai the matter was insoluble, but that we should try 
to work out the problem. 

He said that he felt the objectives of the US and and Argentina 
were the same. The “JS wants to help Argentina, because it is in the 
selfish interest of the US that all countries in this hemisphere be 
stable and prosperous. 

Dr. Coll said that as regards the convertibility question he felt 
that Argentina had a strong position vis-a-vis the European 
countries. Mr. Bernbaum observed that that was true, but that 
strong r¢sistance from these countries might be expected. It was also 
pointed out that a favorable factor has been that the trend is toward 
more rather than less convertibility. 

Dr. Coll confirmed his impression that the World Bank did not 
have the information he had provided the US group, and observed 
that he would have to begin from scratch with that institution. It 
was agreed that it would be desirable for the mission to provide the 
documents it had given us to the Bank for study as soon as possible 
so that talks could begin with some factual base.’ 





In telegram 70 to Buenos Aires, July 20, the Department informed the Embassy 
of the gist of this conversation. (/bid., 033.3511/7-2056) 





219. Memorandum of a Conversation, American Embassy, 
Panama City, July 23, 1956' 


SUBJECT 
Argentine Matters 
PARTICIPANTS 
United States Argentina 
The Secretary of State The [Acting] Foreign Minister, 
Assistant Secretary Holland Rear Adm. Rial 
Mr. Bernbaum (OSA) Ambassador Vicchi 


The [Acting] Foreign Minister of Argentina opened the discus- 
sion by saying that he was very interested in the economic confer- 





'Source: Department of State, Central Files, 835.00/7-2356. Secret. Drafted by 
Holland on August 21. This conversation took place during the Meeting of the 
Presidents of the American Republics. 
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ences going on in Washington between representatives of Argentina 
and of the United States and that he would like for Ambassador 
Vicchi to discuss them. 

Ambassador Vicchi then made more or less the following state- 
ment: 

The Argentine representatives in Washington have conducted 
extensive conferences with a group representing various interested 
United States agencies. They have come to a conclusion on those 
discussions. It is their understanding that the United States govern- 
ment is sympathetically and favorably disposed to helping Argenti- 
na. At the conclusion of the conferences Mr. Holland stated that, 
while he could not speak either for the Export-Import Bank or the 
International Bank, it was his opinion that neither institution would 
view favorably the financing proposed by the Argentines in connec- 
tion with a contemplated reorganization of the Belgian-owned elec- 
trical company serving Buenos Aires and known as CADE. 

Mr. Holland made more cr less the following remarks: 

In December of 1955 he and Mr. Waugh had been in Buenos 
Aires where they met with Dr. Prebisch who is counseling the 
Argentine Government on various economic matters as well as with 
a number of members of the Argentine cabinet. Mr. Holland and 
Mr. Waugh were deeply impressed by the scope and thoroughness 
of their knowledge of the Argentine situation, particularly of the 
obstacles to reconstruction of the Argentine economy. They recog- 
nized that there might be two limitations on the kind of assistance 
that the United States could extend. The first of these being the 
capacity of the Argentine econemy to sustain dollar debts since 
much of its earnings of foreign exchange are in sterling rather than 
in dollars. On this point Dr. Prebisch stated that the Argentine 
government had no desire to incur any debts in excess of their 
capacity to service them. At this point Ambassador Vicchi inter- 
rupted to say that this was indeed the policy of the Argentine 
government. 

Mr. Holland said that the next possible limitation on our 
capacity to be helpful arose from our stated policies regarding the 
extension of loans to foreign borrowers. On this score, Mr. Holland 
and Mr. Waugh had stated in Buenos Aires, that, in general, it was 
the policy of the Export-Import Bank not to finance projects for 
which capital was available on reasonable terms from private 








sources. 

At the conclusion of the conferences in Buenos Aires, Mr. 
Holland and Mr. Waugh invited the Argentine government to send a 
group of representatives to Washington to outline their economic 
program and to discuss possible United States assistance. The Argen- 
tine group now in Washington came as the result of that invitation. 
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Mr. Holland stated that we had concluded extensive conferences 
in the course of which the Argentine representatives have made 
available to us the economic data that we wanted and facts regard- 
ing the assistance that they hoped to receive from the United States. 
This amounts to about $500,000,000 in loans of which about 
$100,000,000 would be for the expansion of the facilities now owned 
by CADE and by an Italian electrical company known as ITALO. 
Other loans would be in the field of transportation and of agricul- 
tural and industrial equipment. 

Mr. Holland added that it was his understanding that, this 
phase of our discussions having been concluded, the Argentine 
representatives were now going on to New York City for confer- 
ences with private financing institutions and that they would return 
to Washington about August 9 to establish direct contact with the 
International Bank and with the Export-Import Bank. 

As regards the first limitation mentioned above, i.e., the dollar 
debt carrying capacity of the Argentine economy, Mr. Holland said 
that we had recommended to the Argentines that they undertake, if 
possible, to arrange with the banks for a coordinated and joint 
consideration of financing for the Argentine program. This would 
take into consideration the fact that the International Bank can lend 
foreign exchange of the kind that the Argentines earn in quantities. 

As regards the other limitation mentioned above, i.e., the policy 
of the two banks not to finance projects for which private capital 
was available, Mr. Holland said that in his opinion the banks would 
not view favorably the proposal of the Argentine government re- 
garding CADE. He understood this to be a proposal that a new 
corporation would be created. CADE would contribute to that new 
corporation its existing physical assets and would receive stock in 
return. ITALO would do the same thing. The Argentine government 
would then borrow the amount of dollars required for an expansion 
of these physical facilities and would contribute those dollars to the 
new corporation in return for stock. It would be expected that this 
operation would give the government control of the new corpora- 
tion. Mr. Holland said that he recognized that the Argentine repre- 
sentatives had assured us that no such reorganization would be 
undertaken save by agreement with the two existing companies and 
also that no such proposition as this had, to his knowledge, been 
proposed to the banks. He did not believe that it would be favorably 
received, because it was our understanding that the two existing 
private companies are able and willing to finance expansion pro- 
grams without intervention of the government. Nevertheless, he had 
recommended that the Argentines make their approach directly to 
the two banks. They could do this on a confidential basis without 
any publicity as regards the cutcome of their proposal. If they found 
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that the banks were unwilling to finance this particular type of 
operation, it might be possible to change it in some way to make it 
acceptable to the banks. 

The Secretary of State then made more or less the following 
statements: 

The United States is keenly and sympathetically interested in 
the efforts of the present Argentine government to reconstruct its 
economy. We are aware of the fact that they have the problem that 
many governments encounter under the same circumstances. As a 
rule, he said, a dictator does not fall until the economic resources of 
the country are exhausted, or to put it another way, he usually 
manages to exhaust the economic resources of the country before he 
falls. 

The Secretary said that he had been very favorably impressed 
by the measures adopted by the new government of Argentina and 
that he particularly had in mind its adherence to the Caracas anti- 
communist resolution. He assured the Foreign Minister that he and 
others in the United States Government could see ahead a vista of 
close cooperative relations between the two governments that was 
better than anything that has existed between them for many years. 

The Secretary added that he also realized that there were, in 
fact, two problems relating to the financing sought by the Argentine 
Government: one was the matter of capacity to pay dollars; and the 
other, the limitations imposed by the policies followed by the two 
lending institutions. 

As regards the first problem, the capacity of the Argentine 
government to pay in foreign exchange, the Secretary said that he 
was aware of the long tradition of Argentine earnings in sterling and 
added that the IBRD is particularly well prepared to handle this kind 
of financing. 

As regards the limitations imposed by our lending policies, he 
stated that each bank would make its own economic decisions but 
that each bank would also consider political considerations which 
occasionally produce different decisions than those which would be 
dictated exclusively by economic considerations. In fact, he said he 
had discussed this matter in general terms with Secretary Humphrey 
before leaving Washington and added that he was confident that 
neither bank would be controlled exclusively by political considera- 
tions. He concluded by assuring the Foreign Minister that the 
Department of State would oppose no political obstacles to financing 
and that, in advising on the political aspects of the loan, it would 
advise favorably. 
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220. Memorandum From the Deputy Assistant Secretary of 
State for Inter-American Affairs (Rubottom) to the 


Secretary of State’ 


Washington, August 9, 1956. 
SUBJECT 

The crucial moment has arrived in our economic negotiations 
here with Argentina. The Argentine Mission spent nearly two weeks 
in New York and were told by private banks that no loans of 
consequence would be forthcoming until the World Bank and Ex- 
port-Import Bank positions had been made known. The Mission has 
met separately with the World Bank and the Export-Import Bank for 
the past two days and it appears that the two banks might be 
willing to consult on the question of loans to Argentina, although 
the World Bank has refused to join in a three-way meeting. 

The World Bank’s position is categorical that it will have to 
send a survey mission to Argentina and that it may be six months to 
a year before any firm decision on a loan program can be reached. 
Meanwhile, the Argentine Mission is gravely preoccupied with its 
urgent needs, as for railroad equipment, and says that such a delay 
would have disastrous economic and political consequences in Ar- 
gentina. 

Our hope now is that the Export-Import Bank may be able to 
provide interim financing for Argentina’s more pressing requirements 
under something like the “package program” which was suggested 
by you while you were in Lima. There is reason to believe the 
World Bank would not object to this interim program by the 
Export-Import Bank provided the Argentines act sensibly and do not 
attempt to borrow too much against their limited capacity to repay, 
especially in the dollar area. 

Yesterday the head of the Argentine Mission, Dr. Coll Benegas, 
told me that he was going to return to Buenos Aires this week-end 
to report to his government and he seemed gravely preoccupied. 
Today he called to reveal that he was delaying his departure until 
some later date. This seems to be a favorable sign. 


Recommendaton: 


That at an early opportunity you tell Secretary Humphrey that 
you believe a “package program” for Argentina, including interim 





‘Source: Department of State, ARA Files: Lot 59 D 509, Argentine Financial 
Mission. Secret. 
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financing by the Export-Import Bank, pending completion of a 
World Bank survey, is in the United States interest in order to 











221. Memorandum of a Conversation, Export-Import Bank, 
Washington, August 13, 1956, 10:30 a.m.’ 


SUBJECT 
Loans to Argentina 
PARTICIPANTS 
For the Eximbank Messrs Waugh, Sauer, Blowers, Brand, Stambaugh, 


Rowntree, Cady, Pollack 
For the Department of State. Messrs. Prochnow, Holland, Rubottom, 


Vaky, Blodgett 


A meeting between officials of the Eximbank and the Depart- 
ment of State took place at the Eximbank on August 13 at 10:30 
a.m. The purpose of the meeting was to discuss recent developments 
in the Argentine situation and prospects for Eximbank participation 
in loan assistance to Argentina. 

Mr. Waugh opened the meeting by briefly summarizing recent 
developments. He stated that the Argentine delegation returned to 
Washington from New York on August 7 after an apparently 
fruitless effort to obtain commercial bank loans in New York. Dr. 
Coll Benegas has visited the Bank and indicated Argentina's interest 
in loans in the power and transportation field, particularly for 





* Source: Department of State, Central Files, 835.10/8-1456. Confidential. Drafted 
John Q. Blodgett, Economic Development Division, Oftice of International Finan- 
and Development Affairs, on August 14 
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railway rehabilitation. Mr. Waugh has discussed the Argentine prob- 
lem with Mr. Black of the IBRD who stated emphatically that the 
IBRD would be unable to make any commitment until a full scale 
mission had been sent to Argentina, probably not before October 1, 
and had presented its report. Mr. Black also indicated that it would 
not be possible to issue any urgent loans in the interim or to take 
over loans which might be authorized by the Eximbank. According 
to Mr. Waugh, Dr. Coll Benegas had indicated his desire to return to 
Argentina immediately but has now arranged to remain in Washing- 
ton “indefinitely”. 

Mr. Waugh went on to say that during conversations held last 
week with Henry B. Sargent and William B. Stafford of American 
and Foreign Power Company, Inc., Mr. Sargent advanced the sugges- 
tion that his company might be interested in getting into the Buenos 
Aires power picture through a contribution of its claim against the 
Argentine Government for previously nationalized properties as an 
equity investment in a new company to take over the assets of 
CADE and ITALO. The new company would presumably include an 
Argentine Government contribution, either on an equity or debt 
basis, of its claim against CADE, plus possible additional new 
investment. This would be so organized that American and Foreign 
Power would have a 51% voting interest in the new company. Mr. 
Brand added that A.&F.P. would also sell to the Argentine Govern- 
ment its assets outside of the Buenos Aires area. 

While this suggestion has not been discussed with the Argentine 
Government, Mr. Waugh expressed the view that it would offer an 
ideal solution to A.&F.P.’s claims, CADE’s debts and the reorganiza- 
tion of the Buenos Aires power setup, which is a political liability so 
long as CADE continues in control. It would also give the Eximbank 
an opportunity to confine its new lending in Argentina to a private 
American corporation with which it has already had extensive deal- 
ings. He added that solely from the banking point of view, the 
Eximbank would not feel justified in increasing its present loan 
balance with Argentina ($76 million outstanding plus $60 million 
committed). He also felt that it would be unwise for the Eximbank 
to embark on a new loan program with the Argentine railways 
because (1) the Bank’s contribution could not be sufficient to pro- 
vide more than a shot in the arm, (2) Eximbank participation in 
railway lending might indefinitely delay a more logical IBRD partici- 
pation, and (3) the railways (unlike the power companies) are 
operating at a deficit. 

Mr. Prochnow expressed the view that the proposed concentra- 
tion of Eximbank lending in the power field appeared reasonable 
and logical but that it did not solve pressing problems in the 
transportation field and did not yield the kind of immediate benefits 
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which railway loans might be expected to yield. In reply Mr. Waugh 
pointed out that the Argentines might meet pressing needs in the 
transportation field through the utilization of proposed IMF draw- 
ings totalling $75 million. Mr. Rowntree mentioned also that Argen- 
tina had recently negotiated a 20 million pound loan from the U_K. 
(An Embassy Buenos Aires despatch reported that the loan amount 
was 30 million pounds.”) There was every evidence, according to Mr. 
Waugh, that the IBRD would eventually authorize loans needed by 
Argentina in the transportation field and in the power field outside 
of Buenos Aires. 

Mr. Prochnow then raised the question of what answer was to 
be given to the Argentine delegation and suggested that if the 
Eximbank were to send a mission i 








al on the table for discussion in Argentina with the Argentine 
Government. Mr. Brand mentioned that Mr. Sargent is now in Chile 
and, if invited by the Argentines, could go to Buenos Aires to 
discuss possible investment in the Buenos Aires power network. Mr. 
Waugh emphasized the importance of leading the Argentines in such 
a way that the suggestion for the new private power company 
would appear to come from them rather than from A.&F.P. or the 
Eximbank. Mr. Sauer mentioned the total amount of investment 
involved as about $450 million of which the dollar costs (i.e. 
Eximbank contribution) would total between $100 and $150 muilion. 

Mr. Holland indicated his strong view that any new Eximbank 
loans to Argentina should be part of a package deal including a 
solution not only of the problems of A.&F.P., CADE and ITALO, 
but also those of the American meat packers in Argentina who are 
being squeezed between high minimum prices of cattle and low 
ceiling prices for meat. Mr. Waugh replied that the Bank would 
undoubtedly take occasion during its conversations to bring up this 
problem, but that it did not appear desirable to make a solution of 
the meat packers’ difficulties a necessary condition to the negotia- 
tions. Mr. Holland agreed, but expressed his assumption that no 





* Apparently a reference to despatch 74 from Buenos Aires, July 27. (/id, 
735.00(W)/7-2756) 
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Memorandum of a Conversation Between George Blowers 
of the Export-Import Bank and the Director of the Office 
of South American Affairs (Bernbaum), Washington, 
August 23, 1956’ 


SUBJECT 
Argentine Loan Applications 
While lunching with George Blowers today, we discussed the 


in which they made it clear that prompt action on the meat packers 
and American and Foreign Power problems would in effect be a 
prerequisite for action by the Export-Import Bank on Argentine loan 
applications. 

Coll Benegas assured them that they had absolutely nothing to 
worry about on either problem and that action would surely take 
place in the reasonably near future to settle both of them. The 
Eximbank response was that the Argentines had been giving such 
assurances for a number of years without any results to date. 
Although they were reassured by the fact that Coll Benegas was one 
of those giving such assurances, they felt that he should know the 
Bank would find it extremely difficult to justify to its public, action 
on Argentine loan applications before the Argentines themselves had 





‘Source: Department of State, Central Files, 635.10/8-2356. Limited Official Use 
Drafted by Bernbaum 
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come through on their commitments to American business enter- 


prise. 
Blowers stated that all of the Directors were determined that no 





an announcement of the Bank’s readiness to lend 
the money could be tied in with action on American and Foreign 
Power and the meat packers. He also confirmed that the Bank was 
interested in sending a mission to Argentina to verify the actual 
state of Argentine railway equipment. Their concern at this time was 
whether the railroad beds were in sufficiently good condition to 
justify the apparent desire of the Argentines to concentrate on 




















223. Memorandum of a Conversation Between the Argentine 
Ambassador (Adolfo Vicchi) and the Assistant Secretary 
of State for Inter-American Affairs (Holland), Department 
of State, Washington, August 30, 1956’ 

SUBJECT 


Financial Assistance for Argentina 


The Ambassador said that Dr. Coll Benegas had dined the night 
before with representatives of the Export-Import Bank and had come 
away quite despondent at the course of negotiations. Dr. Coll had 
formed the impression that the Bank was willing to undertake a 
program of financing in the transportation field, but that it was 
unwilling to do any financing at this time in the field of power. He 
wanted to know whether this was true, and, if so, where the Bank 
was unwilling to enter the field of power. He asked whether it was 
because the Bank set as a condition precedent solution of the 
problems of the American & Foreign Power, or whether it was 
because the Bank was unwilling to see the Argentine Government 





‘Source Department of State, Central Files, 635 00/8-3056 Confidential Drafted 
by Holland 
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construct the generating plant which it wants to construct for service 
to Buenos Aires. 

I replied that I did not know what the Bank proposed to do; 
that I did not know what obstacles might exist to credits in the 
power field but that, as I had always told the Argentine representa- 
tives, I doubted that the Bank would extend credit for any project 
which any private enterprise was willing to finance. 

The Ambassador said that he understood that the Bank might 
be willing to open its financing with a credit of approximately $100 
million; that the Argentines felt this was far too little; that the 
Export-Import Bank and International Bank had authorized loans 
amounting to almost $1 billion to Brazil and that credits to Argenti- 


it can to 
avoid any possibility that the granting of financing to it by the 
Export-Import Bank might provoke issues in the forthcoming cam- 
paign. Therefore, it should undertake to advance its negotiations for 
settlement of the problems of the American & Foreign Power and of 
the meat packing industry to such a point that the United States 
citizens interested in those problems would not criticize the United 
States Government if it extended credits to Argentina. | said that I 
understood that Dr. Coll Benegas intended to visit Chicago 
4th and Sth of September, and that this would give him an opportu- 
nity to give the meat packing representatives such assurances as 
would achieve the objective that | had indicated. 


5 
a 
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224. Minutes of the 249th Meeting of the National Advisory 
Council on International Monetary and Financial 


Problems, Washington, September 6, 1956’ 





Governor MS. Srymczak, Board of Governors, Federal Reserve System 
Mr. |. Herbert Furth 
Mr. Lynn U Stambaugh, Export-Import Bank 


2. Proposed Export-Import Bank Credits in Argentina 


The Council considered the proposal for Ex-lm Bank credits of 
$100 million in Argentina (see NAC Document No. 1985" for origi- 
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had resulted from inter-agency discussions of the 
problem. He invited the representative of the Bank to comment 
further 








Mr. Brand referred to the summary in NAC Document No. 1985 


an ee ee oa He commented 
Im Bank 
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improvement in Argentine railway facilities. If the Council approved 
the proposal before it, the Bank would send a technical mission to 
Argentina, and would consider specific credit proposals on the basis 
the Mission. The $100 million would thus be used 
the findings of the Mission. In making 
take into account the progress made by 
Argentina toward financial stability and toward satisfactory treat- 
ment for private investors. The Bank had had frank talks with the 
Argentine Mission on the problems of private investors, and was 
satisfied that there was a beginning of genuine negotiation between 
Argentina and the principal U.S. investors. The Bank had consulted 
the International Monetary Fund and the International Bank, and 
interested US. Government agencies, in the development of the $100 
million program. He concluded by stating that the Bank did not 
intend to make public its intent to earmark $15 million for loans in 
the private sector, because the Bank did not wish to encourage the 
development of applications for short-term credits and because the 
Bank wished to leave itzelf free to undertake projects in the field of 
electric power if the situation in that field became clarified. 

After a brief discussion the Council agreed that it would be 


ry 
z 
tt 
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economy 

Mr. Hollister commented that ICA was generally interested in 
the economic progress and development of Argentina, though they 
had no aid program there at present. He said that the Ex-Im Bank 
credit, which met only a part of the Argentine request, might be 
followed by pressure for an ICA program to finance development in 
Argentina 

The Chairman commented that he would have preferred a limit 
of $50 million, but that in view of the magnitude of the problem 
and the safeguards that were contemplated, the proposed $100 
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million commitment was acceptable as an outside limit. Mr. Hooker 
informed the Council that the International Bank had been fully 
informed of the proposed Ex-Im Bank credit; the Chairman com- 
mented that the present loan proposal was in effect an emergency 
item, and that the IBRD’s approach to the Argentine problem would 
involve a more leisurely investigation. In response to a question 
about the prospective Argentine reaction to a credit of $100 million 
after requesting aid totalling $1.2 billion, Mr. Brand explained that 
the Bank had brought the problem to the Council early in the 
negotiations in order to have in hand a final U.S. Government 
decision to communicate to the Argentine delegation. 

After a brief further discussion the Council agreed on a revision 
of paragraph 3, page 3, of the paper (see NAC Document No. 1985, 
Second Revision), and on a revision of the draft action. The follow- 
ing action was taken (Action No. 915): 


“The National Advisory Council advises the Export-Import 
Bank that it offers no objection to consideration by the Bank of a 
line of credit of $100 million to Argentina to assist in financing the 
purchase of U.S. - ipment and services required for projects of an 
urgent nature in the private and public sectors of the Argentine 
economy, including transportation, ind. i and agriculture. In mak- 
ing specific loans under this line of cred. the Bank will give due 
consideration to the progress which Argentina continues to make in 
attaining monetary and financial stability and in according satisfac- 
| treatment to private investors. It is understood that at least $15 

illion of the line of credit would be utilized in the private sector. It 
is also understood that credits authorized in the public sector would 
bear interest at the rate of 5 percent per annum and would be repaid 
over a period of approximately 18 years, including a Waiting period 
on repayments of principal of approximately 4 years.’ 





‘In teregram 233 to Buenos Aires, September 10, the Department informed the 
Embassy that the Export-Import Bank had formally approved a line of credit of $100 
million to Argentina. The Bank would send a mission to Argentina headed by one of 
its directors during the first part of October to make studies in the public and private 
sectors. Allocations would then be made by the Bank after the return of the mission. 
(Ibid., Central Files, 835.10/9-1056) 

In telegram 253 to Buenos Aires, September 14, the Department informed the 
Embassy that it had communicated the Export-Import Bank’s decision to Coll Benegas 
on September 11. The telegram reads in part: “Coll critical of amount and urged 
serious consideration adjustment to 125 or 130 million. Argued that latest official 
estimates placed minimum transportation requirements to move increased crops at 112 
million dollars, to which 15 million for private sector could be added. Bank informed 
him that not feasible change figure already agreed on by interested US agencies.” In 
conversation with Coll, the Department pointed out, U.S. officials have stressed the 
following points: “US considers Coll mission very successful; establishment of 100 
million earmark is very favorable action and note should be taken of almost 
unprecedented procedure establish line of credit before specific projects evaluated; US 

(Continued) 
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[Here follows discussion of matters unrelated to Argentina.] 





considers this step as only beginning period close cooperation Argentina; joint 
discussions with Argentine Government on economic recovery program to continue.” 
(Ibid., 835.10/9-1456) 

Telegram 254 to Buenos Aires, September 14, transmitted the text of the joint 
announcement regarding the Export-Import Bank credit which was released on 
September 17 in Buenos Aires by the Argentine Government and in Washington by 
the Export-Import Bank. (/bid.) 





225. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Secretary of State’ 


Washington, September 13, 1956. 
SUBJECT 


Appointment with Argentine Ambassador, September 13, 3:30 p.m.— 
Financial Assistance 


Background. 


You have an appointment today with the Argentine Ambassa- 
dor, Dr. Adolfo Vicchi, regarding Argentina’s request for financial 
aid.* We understand that the Ambassador is under instructions to 
convey to you his Government's disappointment over the Exim- 
bank’s decision and to request 2a upward adjustment. As you know, 
the NAC and the Bank approved a $100 million line of credit to 
finance urgent requirements in public and private sectors for trans- 
portation, industrial and agricultural equipment, allocation of which 
will be made following an on-the-spot survey by a special Bank 
mission. The Bank refused to make commitments in electric power 
since present Argentine proposals in this field contemplate Govern- 
ment projects for which private capital is believed available. It is, 
however, prepared to consider power development projects at such 





* Source: Department of State, Central Files, 835.10/9-1356. Confidential. Drafted 
by Vaky and cleared by Prochnow. 

*In a memorandum to Dulles, September 8, Holland pointed out that Vicchi 
requested an appointment with the Secretary for September 13 in order to discuss 
Argentina’s request for financial assistance. “Considering the importance with which 
the Argentine Government views this matter in terms of relations between the two 
countries and the Ambassador's deep desire to see you,” Holland wrote, “1 believe 
that it would be desirable for you to grant him an appointment on the date 
requested.” Dulles approved Holland’s recommendation. (/bid., 835.00/9-856) 
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time as broad power principles are clarified in relation to the Bank’s 
basic policy on financing public and private projects. 

The Ambassador may be expected to argue as follows: 





one field. “Boiled down” estimates of t requirements in rail- 
roads alone exceed $100 million. The moreover bears no 
relation to any estimates made for specific projects 


I recommend that you answer these points as follows: 


1. Argentine estimates of its needs were carefully considered. 
However, the Bank was not in a position to confirm immediately 
precisely what the needs are, and izing the urgency of the 
situation it decided on a global credit to be ted as specific on- 
the-spot studies indicate. 

2. You should stress US desire to help Argentina, pointing out 
that the question was never whether to help but only how to best 
do so. You should point out the almost unprecedented character of 
the Bank’s willingness to establish a line of credit before determining 
— allocations, and emphasize that this decision represents only 
the initiation of close economic cooperation between the two 
countries. 

3. With regard to power, you should say that the US fully 
a iates the internal limitations governing Argentine action in 
this regard. The Bank, however, has no choice but to adhere to its 
basic policy which is consistently applied world-wide, and cannot 
deviate in this case. You should point out that it has not closed the 
door in the power field, but is prepared to consider projects if the 
situation modifies. 


Should the Ambassador specifically request that you seek to 
have the credit adjusted upward, you should say you see no possi- 
dility of that at this time. You should point out, however, that the 
information which the Eximbank will gather as to specific magni- 
tudes of urgent requirements will be very important. 

You will recall that the Ambassador discussed this problem with 
you at Panama. | attach a memo of conversation covering that 
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discussion,’ should you wish to review it in anticipation of this 
meeting 


Mr. Maurice Bernbaum, Director of OSA, will accompany the 
Ambassador. 


I recommend that you discuss this matter with the Ambassador 


*> Document 219. 











226. Memorandum of a Conversation, Department of State, 
Washington, September 13, 1956' 


SUBJECT 
PARTICIPANTS 
The Secretary 


Sefior Dr. Don Adolfo A. Vicchi, Ambassador of Argentina 
Maurice M_ Bernbaum, Director for South American Affairs 


Ambassador Vicchi stated that he wished to consult with the 
Secretary regarding some of the problems which had arisen in 
connection with the loan negotiations of the Argentine Financial 
Mission with the Export-Import Bank. He wanted first to express to 
the Secretary his appreciation and that of the Financial Mission for 
the invaluable assistance and understanding displayed by the De- 
partment of State in the discussions. He also wanted to reaffirm the 
desire of his Government for the closest possible relations with the 
US. and the belief that this attitude was reciprocated here. 

Ambassador Vicchi stated that his Government had instructed 
him to express to the Secretary its disappointment over what was 
considered to be the limited results achieved by the Argentine 
Financial Mission. The $100 million loan decided upon by the 
Export-Import Bank fell far short of the minimum requirements set 
forth in the negotiations which were looked upon by the Argentine 
Government as essential to meet the first and urgent stage of its 





‘Source: Department of State, Central Files, 635.10/9-1356. Limited Official Use 
Drafted by Bernbaum 
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program of economic recovery. He stated that the expectations of his 
Government had been much higher owing to: (1) The belief that the 
financial credit and ability of the Argentine Government to repay a 
much higher volume of loans had been demonstrated during the 
negotiations; (2) repeated indications of the desire of the US. 
Government to enter into close political and economic relations with 
the Argentine Government; and (3) a comparison with the financial 
assistance rendered other countries (he was thinking of Brazil). 

The Ambassador then stated that despite the disappointment in 
the outcome of the negotiations, the next step was to make the best 
of the existing situation. He felt in this regard that the division of 
the $100 million into $85 million for transportation and $15 million 
for private enterprise represented an undue restriction on the amount 
to be allocated to the most urgent field of transportation. He, 
therefore, requested the Secretary's assistance in having the whole 
amount authorized for transportation. The Ambassador added that it 
would be even better if it were found possible to raise the allocation 
for transportation to $112 million, which represented the latest 
estimate of his Government regarding absolute minimum require- 
ments in transportation to permit the marketing of the increased 
crops projected for the economic recovery program. His Government 
would, in such case, welcome an additional amount for urgent 
projects in the private field but would be content to postpone such 
projects if it were decided that additional funds could not be made 
available at this time. Ambassador Vicchi asked also for the Secre- 
tary’s assistance in having included in the public announcement of 
the loan a statement to the effect that the Argentine and US. 
Governments were to continue discussing projects involving Argenti- 
na’s economic recovery program. 

The Secretary stated that although familiar with the overall 
aspects of the problem, he was not acquainted with some of the 
details raised by the Ambassador. He was aware that the final 
decision involved an overall loan of $100 million, of which up to $85 
million would be allocated to urgent projects in the public field and 
$15 million for private enterprise in industry and agriculture. His 
initial impression, upon learning of the $100 million loan, was that it 
far exceeded his earlier expectations when it appeared that the 
pattern of Argentine trade would limit its ability to repay dollar 
loans. He turned to Mr. Bernbaum at this point, recalling a meeting 
held in his office when the matter was discussed and ways and 
means were being sought to get out of the dilemma thereby present - 
ed* Under the circumstances, and taking into consideration the 
normal procedures of the Export-Import Bank, he could not help 





* Apparentiy a reference to the meeting of July 16. see Document 216 
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feeling that the $100 million line of credit represented a distinct 

With regard to the specific requests made by Ambassador 
Vicchi, the Secretary expressed the opinion that it would not be 
feasible to increase the amount of the line of credit. He thought that 
this amount was the result of lengthy discussions between represen- 
tatives of the various U.S. agencies concerned and that there was no 
reason to beliewe that a change could be effected. Although not 
aware of the factors leading to the division of the $85 million for 
transportation and $15 million for private enterprise, he expressed 
his readiness to consult on the matter with a view to seeing what 
could be done. He turned at this point to Mr. Bernbaum to inquire 
whether he knew of the reason for the division. Mr. Bernbaum 











"In a letter to Ambassador Beaulac, September 14. Vaky summarized recent 
developments regarding the question of financial assistance to Argentina He informed 
Beaulac of Dulles’ conversation with Vicchi on September 14. He also surmmarized a 
conversation, along the same lines, which Vicchi had with Under Secretary of the 
Treasury Burgess on September 14 as well as several “long chats” between Vicchi and 
Brand “By and large.” Vaky concluded, “the outcome is fairly good it was certainly 
much more than we had thought we could get when this whole affair first started 
(Dulles told Viechi as much.) Also the facts of the case are that may well 
Gocste the ta $000 eadiiten to tanapastation. Udauten, Ge Gash quite geupared 
consider additional financing Im a very real sense, therefore, this 
only the initiation of a period of cooperation of a nature that has never taken place 
with Argentina ~ (Department of State. ARA Files Lot 5° D 509. Argentine Financial 
Mission) 





227. [Editorial Note 


On October 5 Vance Brand arrived in Argentina for the first of 
two trips which he undertook for the Export-Import Bank during 
the autumn of 1956 in order to assess Argentina's economy and 
evaluate possible projects for which the $100 million Export-Import 
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Bank loan might be used. Documentation concerning Brand's trip is 
in Department of State, Central Files 835.10 and 835.2614. 








228. Memorandum of a Conversation, Department of State, 
Washington, October 23, 1956, 4 p.m.’ 


Mr. Rubottom referred to the request for military equipment 
which had been received from the Argentine Government. Mention- 
ing past indications that Argentina was desirous of receiving grant 
military aid, he said that it was not possible under present US policy 
to extend such aid in the absence of a bilateral military pact. He 


were substituted He also observed that the more flexible pricing 





‘Source Department of State, Central Files, 735 56/10-2356 Confidential Draft. 
ed by Vaky 

In a memorandum to Rubottom, October 16. Bernbeum discussed Argentina's 
pending request for military equipment He recommended that the United States loan 























grant aid was concerned. 

Mr. Rubottom also handed the Ambassador a summary of the 
requests that had been made by the Provisional Government and the 
action taken on each.* He said that it might be useful to consider the 
record in this case in view of indications that some of the Argentine 
military leaders are a little restive concerning US response. A.mbassa- 
dor Vicchi said that Argentina did not desire to become a powerful 
military power nor have the most modern ar’ forces in Latin 
America. The Argentine military, however, fei, very deeply that it 


equipment. Consequently, arms were antiquated and in bad shape 
The military felt that it must have reasonably good equipment 
primarily to insure internal order and stability and support for the 
present government He said. moreover, that it must be remembered 
that the present government is essentially a military government and 
hence the desires of the military for equipment must be considered 
im that light 


* Reference is to the Mutual Security Act of 1954 (PL. 665), for text, see 68 Stat 
@32 

"On fely 31. the Arpentine Foreign Office announced publicly that & had 
extended invitations to Brazil and Uruguay to attend 2 meeting in Buenos Aires to 
comseder orgaouzaton for the defense of the South Atlantix 

' Not found on Department of State files 
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Vicchi said that the Army and the Air Force could buy excess 
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for, if it is weakened, Argentina will return to its previous national. 
istic, isolationist viewpoint. He, therefore, asked that we consider 


these factors in making decisions on requests for military equipment 














Political Affairs (Murphy) to the Assistant Secretary of 
Defense for International Security Affairs (Gray)' 


Washington, October 31, 1956. 


. 
| 


tie ehh aan iy tts & tan on eine 


we can meet legitimate military aspirations is bound to influence 
Argentine judgement of the value of continued cooperation with us 

I therefore believe that we should explore every feasibie means 
of meeting requests for equipment in order to mitigate inevitable 


One way of accomplishing this objective would be to loan naval 
vessels to Argentina. since the latter has limited resources with 
which to buy equipment outright or on credit and since grant aid is 
pr Source: Dupastment of State, Conteal Piza 735 S-MSP 10-315¢ Secret Drafted 
by Vaby in 2 memorandum to Murphy October 215 Rubottom drcwssed the powrrtte 
loon of US newel weeeels to Argentine and enclosed thie proposed letter to Grey 


whech Murphy approved without change (4 735 Se2! 10-2554) 
Sew taotrote > ars 














Argentina _ 453 





not feasible. Accordingly, | would appreciate being informed wheth- 
er specific Argentine hemisphere defense commitments made in an 
exchange of notes would be acceptable as a basis for loaning naval 
vessels and if so, what the nature of those specific commitments 
should be. I would also appreciate being informed, should a loan of 
vessels not be feasible, whether it would be possible to sell Argenti- 
na vessels of the type requested under the reimbursable aid provi- 
sions of the Mutual Security Act. 

I believe that should a loan prove feasible, careful consideration 
should be given to the number of vessels offered. Since two subma- 
rines and two destroyers are approximately the same amounts as 
those being loaned to Brazil and Chile, these latter countries might 
be resentful at Argentina's acquisition of the same number of vessels 
without an MDAP. We would, of course, wish to avoid embarrass- 
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230. Memorandum From the Acting Assistant Secretary of 
State for Inter-American Affairs (Rubottom) to the Under 
Secretary of State ‘(Herter)’ 





Washington, March 25, 1957 


iin, Uae Calin Geo Oo inn & a tee. ao 


milhon Its gold and dollar reserves were reduced in 1956 by almost 
$100 million and are now approximately $234 million With about 
muilhon in 


$00 in expected 1957 export earnings lost by severe drought 
damage to the corn crop, and the cost of petroleum imports in- 
creased by almost $100 million, a balance of payments deficit of 


$200 million is expected again this year The deficit with the dollar 
area is expected to be about $250 million At this rate reserves will 
be virtually exhausted by the end of 1957. The internal budget has a 
deficit of $700 million (14 billion pesos), and the cost of living 
increased 17% last year 

The Minister of Finance, Dr Verrier, has proposed an austerity 


Seurce Department of State Central Piles 735 13/3-2597 Confidential Drafted 
by Vaky A copy was cent to Merphy 














Argentina _ 455 





capital goods and machinery; removal of price controls but freezing 
of wages; adoption of a definite policy of free enterprise. 

This program is backed by President Aramburu and apparently 
by the armed service ministers. Five civilian members of the cabinet, 
however, have threatened to resign if the plan is adopted, and Dr. 


gram with general elections scheduled for the end of this year. 

The President is now faced with the dilemma of abandoning the 
austerity program and risking continued economic deterioration, or 
reforming the cabinet to carry it out and risking political unrest and 
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231. Memorandum of a Conversation, The White House, 
Washington, April 10, 1957' 


SUBJECT 
Call of Dr. Gainza Paz, Editor of La Prensa, Buenos Aires, Argentina, on 
President Eisenhower 
PARTICIPANTS 
President Eisenhower 
Mr. James Hagerty, the President’s Press Secretary 


Dr. Alberto Gainza Paz, Editor of La Prensa, Buenos Aires, Argentina 
ARA—Mr. R. R. Rubottom, Jr. 


The President and Dr. Gainza Paz exchanged greetings with the 
latter stating that he was delighted to see the President again after 
having met him at Columbia University when he had been awarded 
one of the Maria Moors Cabot prizes in journalism. The President 
recalled this meeting and mentioned that he had given very careful 
consideration back in 1953 as to whether his brother, Dr. Milton 
Eisenhower, should go to Buenos Aires at the time of his trip to 
South America, primarily because of his great concern over the 
strong feeling in the United States against the Peron dictatorship and 
particularly his closing down of La Prensa and the imposition of such 
strict censorship. He added that he had finally decided that the trip 
might be worthwhile and that he gave his brother instructions to tell 
Peron that the best way for him to improve relations with the 
United States was to lift censorship against the three American wire 
services and restore La Prensa to its real owner. 

Dr. Gainza Paz came to his point quickly, handing the President 
a letter from President Aramburu.’* The President read the brief 
communication and told Dr. Gainza Paz that he was happy to 
welcome him on behalf of President Aramburu. 

Dr. Gainza Paz related that he had lunched with President 
Aramburu on March 25, the day before his departure from Buenos 
Aires for the United States, and that the only others present were 
Vice President Rojas, and the President’s Press Secretary, a former 
member of the La Prensa staff. He reminded the President that he had 
never participated actively in politics in his country, that he was 
primarily an editor, but that he had agreed to accept this mission 
beca:se of its great importance to his country. He said that Argenti- 





Source: Eisenhower Library, Whitman File, International File. Secret. Drafted by 
Rubottom. A somewhat different version of this conversation, which bears no 
indication of a drafting officer, is ibid, DDE Diaries. 

In the letter, dated March 25, Aramburu stated that he considered the visit of 
Gainza Paz to be a “direct and personal contact” which “may render benefits to the 
Americas and for our two countries.” (/bid., International File) 
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na was at the most important moment of its history and that its 
people would soon take a decision which he hoped would perma- 
nently restore a democratic system in the country. He said that in a 
way it was unfortunate that the Argentine people had not had the 
searing experience of a devastating war, such as the people of France 
and Italy had gone through, because it might be easier for the 
Argentines to take some of the difficult but necessary steps to 
restore democracy in their country with both economic and political 
freedom. He pointed out that, following 12 years of Peron rule, the 
Argentine people really needed a “brainwashing” in order to restore 
their capacity for self-dependence and orderly thinking. 

Dr. Gainza Paz said that Peron left the country in an economic 
shambles. He said that the country desperately needed economic 
help at this time. President Aramburu as well as Vice President 
Rojas, representing the two major armed forces of the nation, both 
genuinely want to relinquish their responsibilities to a constitutional 
government, even though there are some close advisers who would 
prefer that the upcoming elections be postponed. The constituent 
assembly election has been set for next July and the general elections 
will be held in February of 1958, with the Aramburu Government 
turning over its powers to the duly elected authorities on May 1, 
1958. Dr. Gainza Paz stressed that even though there is a provisional 
government in his country, the democratic way of life is being 
restored. The press is free, the people are free to meet as they please 
and to say what they please; he alluded to a recent meeting of the 
Frondizi faction of the Radical Party when, due to rain, the public 
address system of the Frondizi group had broken down, the police 
stepped forward to offer their own public address system to help the 
politician carry out his planned public meeting. 

Dr. Gainza Paz changed his pace at one point to intersperse the 
remark that the President and Vice President of his country both 
were prepared to enter into a military defense agreement with the 
United States if we desired it. The President noted this statement 
with interest and with a nod of his head but without specific 
comment. 

The President, upon indication by Dr. Gainza Paz that he had 
finished his exposition, asked several questions, first, respecting the 
literacy rate in Argentina. Dr. Gainza Paz said that Argentina had 
the highest literacy rate in the Americas except for the United States 
and Canada. To the President’s question about the relationship of 
agricultural and industrial development, he said that Argentina had 
always relied on its agriculture as a prime producer of national 
income but that under the Peron regime there had been great 
emphasis on industrial development at the expense of agriculture. He 
said that this had turned out to be very expensive because of the 
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need to import many of the raw materials for various industries, 
such as iron ore. To the President’s query as to Argentina’s most 
urgent requirements, Dr. Gainza Paz referred first to the great need 
to rebuild the country’s public transportation system and expressed 
appreciation for the loan of the Export-Import Bank of $100 million, 
of which about $56 million has already been obligated for the 
purchase of transportation equipment.’ 

The President thanked Dr. Gainza Paz for his detailed exposi- 
tion of the problems facing Argentina today and assured him that 
the United States was tremendously interested in the effort of the 
Argentine people under President Aramburu to restore an orderly, 
democratic, constitutional form of government. He said that nothing 
had pleased him more than the removal from the American scene by 
the Argentine people of the Peron dictatorship. 

The President said that he and the U.S. people felt strongly that 
the free enterprise system had been proven to be the best system on 
which to base a nation’s economy. He felt that private capital should 
be allowed to do the job and that private capital would do the job if 
given an opportunity and if the economic climate was sound. He 
said that there were many ways in which the United States could 
help Argentina, such as through Export-Import Bank loans, and by 
supporting World Bank loans—but the best way was through utili- 
zation of the vast private capital resources of the United States 
which were available for foreign investment under proper conditions. 
Dr. Gainza Paz said that he agreed entirely with the President and 
that, in the luncheon he had had with his own President and Vice 
President on March 25, he had stressed the need for Argentina to 
establish conditions which would permit private capital to come in 
and help rebuild the nation’s economy. He said that he had been 
very critical of some of the steps taken by the provisional govern- 
ment as well as its failure to do some things which he had thought 
it necessary to do. He said that his newspaper, la Prensa, had 
maintained a critical attitude toward the government's inactivity in 
certain important fields of action. Nevertheless, he said, the political 
situation in Argentina was so important to the United States at this 
strategic moment of history in view of the friendly situation which 
exists there at this time that we should not fail to move in with 
substantial support to take advantage of this opportunity. 

The President inquired as to what other urgent needs Argentina 
was facing at this moment and was told that the country also 





*On February 15, the Export-Import Bank announced the signing that day of a 
$56.15 million loan agreement with Argentina to assist in the purchase in the United 
States of transportation equipment. The agreement was signed in Washington by 
Waugh and Vicchi. The loan was to be drawn under the $100 million line of credit 
earmarked for Argentina by the Bank in September 1956. 








Argentina 459 





needed replacements for its industrial machinery. The President 
challenged this statement in the face of Dr. Gainza Paz’s earlier 
mention of the over-emphasis on industrial expansion and the need 
to import raw materials, but was told that these industries still 
needed to operate and that, with new machinery, they could operate 
more efficiently. 

Mr. Rubottom asked Dr. Gainza Paz about the electric power 
industry which he said he had understood was in almost as critical 
condition as the transportation industry. Dr. Gainza Paz acknowl- 
edged that the electric power problem was a very serious one for his 
country and that his government had not moved with the alacrity 
that it should have to solve it, particularly insofar as taking advan- 
tage of the opportunity offered by the American and Foreign Power 
Company to help in the job of rebuilding the industry. Mr. Rubot- 
tom pointed out that the Argentine economic mission last summer 
had done a splendid job in presenting that country’s economic needs 
and had been received here most sympathetically. He went on to say 
that those officials of the United States in a position to be most 
helpful to the Argentines have been greatly disappointed in the 
failure of the Argentine Government to take some urgent but 
constructive decisions which would enable private investment to 
come in to help rebuild the country. On the President’s inquiry he 
was informed that American and Foreign Power had been in Argen- 
tina for many years, that many of its properties have been expropri- 
ated under the Peron regime, and that it had not yet been paid for 
the expropriated properties although it had offered to reinvest the 
indemnification, once it was paid, in Argentina and to bring in 
substantial new amounts of capital for the building of the new 
power plants. Dr. Gainza Paz stated that his government had indeed 
failed to do what it should have done in this field and that he was 
quite certain that they would settle the American and Foreign Power 
problem satisfactorily. 

The President suggested to Dr. Gainza Paz that he take advan- 
tage of his visit to the United States to confer with the Secretary of 
State and other officials in the State Department and that he also 
discuss the problems which face his country with the officials at the 
Treasury Department, the Export-Import Bank, and possibly the 
World Bank. He assured Dr. Gainza Paz that the United States 
would carefully consider President Aramburu’s request for financial 
assistance. Dr. Gainza Paz pointed out that Argentina would proba- 
bly use up all of its dollar and gold reserves by the end of this year, 
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hence the need for treating its requests for financial assistance 
urgently.‘ 





*In telegram 1085 to Buenos Aires, April 16, the Department summarized 
Eisenhower's conversation with Gainza Paz. (Department of State, Central Files, 
835.00/4-1657) 





232. Memorandum of a Conversation, Department of State, 
Washington, April 10, 1957, 6 p.m.’ 


SUBJECT 
Argentine Need for Economic Assistance 
PARTICIPANTS 


Argentine Ambassador, Dr. Adolfo A. Vicchi 
ARA—Mr. Rubottom 
OSA—Mr. Vaky 


The Ambassador asked Mr. Rubottom what his impressions 
were of Gainza Paz’s talk with President Eisenhower. Mr. Rubottom 
described the conversation very briefly, stating that Dr. Gainza Paz 
had explained the need for economic assistance, the problems facing 
the present Argentine Government, and had presented these matters 
very well. The President had told him that sympathetic consider- 
ation will be given to the situation and had suggested that he 
(Gainza Paz) talk to the Secretary or Acting Secretary, Mr. Black of 
the IBRD, and other officials in Washington.* Mr. Rubottom had 
stressed the fact that during the past year or so there had been 
virtually no progress on key problems, and that while the US was 
sympathetic to Argentina’s situation it was handicapped in what it 
could do as long as Argentina did not do the things it had to do and 
which no one else could do for it. Gainza Paz had recognized this 
and had said he himself had criticized the Government on the same 
score. 
The Ambassador then said that he wanted to comment generally 
on this subject but first with respect to electric power, which was a 





* Source: Department of State, Central Files, 835.10/4~1057. Confidential. Drafted 
by Vaky. 

2 On April 19, Gainza Paz met with Dulles and Rubottom and offered an analysis 
of Argentina's financial difficulties similar to that which he presented to Eisenhower 
on April 10. (Memorandum of conversation by Rubottom, April 23; ibid, 835.10/ 
4~1957) 
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critical field, there were two distinct aspects. One, he said, was the 
question of new concessions. Policy in this regard was a delicate 
internal and even political matter, and the present regime, which was 
after all a de facto Government, felt that it could not take a basic 
decision on a point as controversial as this. The problem should be 
submitted to public debate so that the wishes of the people could be 
expressed through an elected Government. It was not probable, 
therefore, that this regime would be able to do much in that regard. 
The second problem dealt with ANSEC and compensation claims. 
This problem required no debate, the solution was a clear responsi- 
bility of the present Provisional Government, and that regime would 
solve it. He said the Las Varillas intervention was an error and the 
Argentine Government would have to do something about it.’ 

Turning to the general picture, the Ambassador said that Argen- 
tina needed assistance. It turns to the US. He said he was making a 
plea that, in considering what it can do, the US not apply too rigid a 
criteria or look at the problem solely as a banker. The US, he 
stressed, had a political interest in seeing the present Argentine 
developments continue. The present Government wanted to move 
closer to the US. There was an increasing trend in Argentina in that 
regard. But the Government could not do all it wanted to do at 
present, because the political and internal situation was still one of 
transition. He seconded Dr. Gainza Paz’s description of the people as 
having been virtually brainwashed by the Perén regime. 

The US had a great opportunity, he said, to help consolidate in 
Argentina these elements which were advocating democracy, free 
enterprise, and international cooperation. The present Government 
had to show progress in meeting urgent problems or people would 
turn to other alternatives and extremist solutions. If the US did not 
lend a helping hand to its friends who now needed it, it would be 
undercutting the very elements most friendly to it. 

The Argentine Government could not be expected to do the 
politically impossible even if it was economically desirable. It would 
take time to consolidate, educate and move step by step. The 
Ambassador likened Argentina’s situation to that of Mexico in 1917 
when turmoil and extremist solutions were offered. Mexico, howev- 
er, in some 20 years had moved gradually to stability and away from 
collective, statist economies. And Argentina, he pointed out, was 
beginning from a much less extreme position. 





* Earlier that month, the Argentine Government issued an intervention decree 
regarding an ANSEC-owned power plant in Las Varillas. Beaulac transmitted a 
memorandum of conversation concerning this matter to the Department in despatch 
1250 from Buenos Aires, April 15. (/bid., 835.2614/4-1557) 
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It was not, the Ambassador went on, as if Argentina had done 
nothing. He noted that this Government had reversed Perén’s isola- 
tionism, had ratified the OAS charter, adhered to the Caracas 
resolution and generally taken a more active part in international 
organizations. It had increased military cooperation with the US, and 
was considering a military pact. If it was up to Aramburu, he said, 
Argentina would have had one by now. In economics, it had done 
away with many of the artificialities of the previous regime. Many 
favorable economic steps had been taken. He recalled the great 
problem of Kaiser and how this had finally been resolved. As far as 
he knew Kaiser was very happy about its present situation. Argen- 
tine would, he said, continue to move in the right direction as 
rapidly as it felt it could. But it would be a mistake to try and push 
it too far too fast. 

Mr. Rubottom said that all these factors were appreciated. He 
said, however, that he had to repeat again and again that the US 
could judge what aid it might give only in terms of how much 
progress Argentina was making in solving its problems. He noted 
that since the Coll Beneges mission there had been virtually no 
progress on important problems, and with respect to problems of 
American investors, such as ANSEC, even retrogressions, such as the 
Las Varillas case, seemed to occur. He said he felt that relations 
between the two governments and the peoples of the two countries 
were closer than they had been in many years, and this must be 
nurtured. He said, however, that while the US would move ahead 
and do what it could it must look to Argentina to move with it. It 
would be fallacious and tragic, for example, for Argentines to shift 
responsibility for failure to solve their problems to the US, because 
it was only in Argentina that these matters could be worked out. 
The Ambassador said that he agreed with that. Mr. Rubottom 
emphasized that the US could only help Argentina help itself, but 
had to look to Argentina to take its own steps. 

Dr. Vicchi said that he could understand this and would certain- 
ly not expect the US to condone arbitrary actions nor to finance 
monopolies or things contrary to its general policy. He was in effect 
asking that the US not tie too many and too rigid strings to aid, not 
expect Argentina to move in exact tandem with the US because the 
Argentine Government had serious political problems and had to 
adjust the economically desirable to the politically possible. The US 
should recognize, however, that the present government was a 
friendly one trying to do the right things; that in time the trend 
would carry the day. 

Turning to a specific item he mentioned that both General 
Electric and Westinghouse wanted to bid on the superusina and San 
Nicolas plant, but would need Eximbank financing to do so. His 
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Government, however, understood that the Eximbank would not 
loan another cent to Argentina until the ANSEC compensation 
problems were solved. This, his Government felt, was too severe, 
and he wondered if this in fact was the position of the US 
Government. Mr. Vaky pointed out that while he could not speak 
for the Eximbank, the policy had in the past been not to finance 
projects for which private capital was available. An offer by GE or 
Westinghouse to build an electric plant for the Government was not 
the same thing as private capital offering to invest in such facilities. 
The Ambassador said he appreciated this distinction. He said, how- 
ever, that he must inform his Government what the attitude of the 
US would be toward assisting Argentina, whether austere, unbend- 
ing, requiring strict quid pro quo action (coaccién). He hoped, he 
said, it would be reasonably generous and aid adjusted generally and 
comprehendingly to what Argentina was doing and progress being 
made. To adopt an attitude, however, such as not doing anything 
else until ANSEC problems were solved was bound to be resented. 
He asked that we take time to consider these points as he would like 
to discuss the matter further. 





233. Memorandum From the Director of the Office of South 
American Affairs (Bernbaum) to the Acting Assistant 
Secretary of State for Inter-American Affairs (Rubottom)' 


Washington, April 16, 1957. 
SUBJECT 
Economic Policy toward Argentina 


The Gainza Paz visit and your last conversation with Vicchi 
indicate the imminence of a showdown on whether we will adhere 
strictly to our present economic policy toward Argentina, or modify 
it. The problems involved and the policy being followed to cope 
with them are summarized as follows: 


(1) The Argentine economy is in great need of financial assist- 
ance. The Government has turned to the U.S. as the only practical 
source of the considerable long-term financing required. 

(2) The negotiations conducted a year ago satisfied the E 
Import Bank that Argentine prospects of economic recovery an the 





' Source: Department of State, Central Files, 835.00/4—1657. Confidential. 
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feasibility of converting sterling balances into dollars for debt servic- 
ing purposes made it a reasonably good credit risk. A $100 million 
a of credit was granted for transportation. 
(3) There are, however, three obstacles impeding the extension 
to Argentina of additional credits. These are: 


® The Argentine Government's failure thus far to honor its 
moral commitment, when negotiating the $100 million line of 
credit last year, to satisfy the admittedly legitimate claims of 
American & Foreign Power, the meatpackers, and the U.S. firms 
on the “interdicted list’, as well as to move to return the 
deposits of US banks. 

(b) With respect to loans in electric power, its insistence on 
Government ownership of electric power in the Greater Buenos 
Aires area despite the availability ofp private capital; and 

« ful 10 alow : tal to partici wath ré 

to private capital to pate wi in 
petroleum industry, as well as the Eximbank’s general policy not 
to make loans to anyone in this field. 


ee ene carmen or pen een 
ude: 


(a) Should the Argentines be allowed to draw the $44 
million remaining in the $100 million line of credit? The Bank 


has been dragging its feet on this issue as a means of pressuring 
the tine Government into complying with its promise to 
settle outs claims of United States interests. 


(b) Should the Bank consider additional loans to the Gov- 
ernment, in the absence of satisfactory progress on the claims of 
U.S. companies, for 


(i) activities not involving competition with private enterprise. 
Transportation and industrial equipment were mentioned by 
Gainza Paz. Although there may still be some doubt in the 
Se ot eee a ee 
credit, it has been made clear ey Oe cee 


apply regardless of Argentine action on claims of U.S. 
en vty but it is not clear that Argentine officials under- 
stand this distinction, as indicated by Vicchi’s last conversa- 
tion with you. The point has also been made that the Bank 
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would be willing to finance electric power development by 
on Sey fe ee Fe Nee. She Giron oe Be 
arisen in the case of petroleum because of the ability of 
most petroleum companies to finance themselves. 





It is reasonable to assume that the Gainza Paz mission repre- 
sents an appeal to President Eisenhower against the above-described 
policy of the Eximbank. Judging by what we have been told repeat- 
edly by Vicchi, the appeal is based on the political advantages to the 
United States of a friendly Argentina, the desirability of demonstrat- 
ing to the Argentine people through a generous policy toward the 
present pro-American Government that it pays to collaborate with 
the United States and the political dangers to both that Government 
and future Argentine-U.S. relations of attempting to resolve out- 
standing problems and power policy before the elections to take 
place on July 28 (Constituent Assembly) and February 23 (Presiden- 
tial). 

We are all agreed on the advantages of close working relations 
with Argentina and on the desirability of demonstrating that it pays 
to collaborate with the United States. It is also generally agreed that 
the present Government and what it stands for are about as favor- 
able to U.S. interests as any that may come to power. We do not 
agree that solution of the claims of U.S. firms and policy on power 
should have involved unacceptable political risks during the earlier 
part of the present Government. Because of the role of petroleum in 
the downfall of Perén, it is probable that petroleum policy has 
involved real political risks. 

We will have to admit, however, that recent governmental 
crises, the imminence of elections and the establishment by the 
Frondizi Radicals of economic policy as a main issue make it 
unrealistic to expect any decisions on power and petroleum before 
the returns are in. This could be after July 28 if the right kind of 
Constituent Assembly is elected—otherwise the Presidential elections 
of February 23, 1958 will have to be the key. The best we can 
practically expect before then is further progress on, perhaps solu- 
tion of, the meatpackers problem, clarification of the status of US. 
firms on the interdicted list and possibly the nailing down of a 
satisfactory formula or commitment for eventual compensation to 
the A&FP. This last point, however, is a controversial one with 
political implications having been attached by the Argentines to the 
role of the Courts in settling the claims. It might well turn out that 
political turmoil may be such that even a formula to settle these 
claims may prove unattainable before some clarification of policy by 
either the Constituent Assembly or the election of a new govern- 
ment. Another factor which will in the long run exert influence on 
this problem will be the availability or non-availability of other 
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financing for the superusina, a matter which will be known in a few 
weeks. If no suitable financing is available elsewhere, this could give 
the authorities second thoughts as to what will happen to whatever 
indemnity payments are made to A&FP. 

Should the above be true, the only logical reason for strict 
adherence to our present policy of no concessions without conclusive 
action on the claims of U.S. firms would be: the belief that it 
promises results after the elections, regardless of the outcome; that it 
could not unduly harm the electoral prospects of those who support 
the present Government's objectives of close political and economic 
relations with the United States; and that it would not otherwise 
jeopardize the future of US-Argentine relations. 

I think it valid to assume that the continued application of 
pressure on behalf of the U.S. interests concerned would improve 
prospects for settlement either before or after the elections. While by 
no means helpful to the electoral prospects of rro-U.S. elements, this 
could be done without special jeopardy to the future of US.- 
Argentine relations if applied to power, petroleum and additional 
other loans not involving competition with private enterprise. The 
Argentines would not be happy about this but would have no 
legitimate basis for grievance—they prefer to do things their way 
and we ours. 

We could, however, expect an adverse reaction with dangerous 
potentialities for the future of our relations from continued refusal 
to complete the balance of the line of credit. Regardless of the factor 
of broken promises, this would be looked upon as going back on a 
commitment and as an unwarranted kind of pressure. It could in an 
electoral campaign be built up into a serious impediment to the kind 
of relations we would like to develop with Argentina. It could 
conceivably delay a final settlement of U.S. interests and kill what- 
ever prospects there may be of a turn toward private enterprise in 
power and petroleum. 

It must be remembered that in the minds of the Argentine 
public and the political leaders settlement of U.S. investors’ problems 
and the Eximbank credit are not conditioned on each other. The 
US., in their minds, is committed. Therefore, any refusal to carry 
out the allocation or any unusual delay can only be misinterpreted 
and perhaps be used to the detriment of our position in the 
Argentine. 

It should also be pointed out that dragging our feet on alloca- 
tion of the remaining credit may not only be politically risky but 
might also not be effective in forcing a solution to the claims of U.S. 
firms. There is no reason to believe that the failure of the Argentine 
Government to settle the problems involved is due to bad faith on 
the part of those who made the earlier promises. Rather it seems due 
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to a felt inability to get those solutions across in the face of political 
difficulties and opposition. It might be true that the present leader- 
ship is too timid, too ready to give up, but the fact remains that the 
political difficulties seem as real to them as they may seem exagger- 
ated to us. Under these circumstances it could seem tc them, 
justifiedly or not, that we were in effect asking them to risk their 
political lives for the remaining loan. As the need to scrupulously 
avoid appearing to be subservient to U.S. interests is still a practical 
political necessity in Argentina and as the Government has shown 
no particular political courage in the past, it might well decide to 
refuse to accept these conditions and publicly explain failure to 
obtain the remainder of the credit on the basis that the U.S. required 
too much. This is a real possibility and could seriously hurt our 
position.’ 

Even if it is assumed that the pressure is effective and the 
Provisional Government bows to it, it would unavoidably become 
known that we exerted it. There is nothing that the nationalists and 
anti-U.S. elements would like better than such an issue during the 
coming elections. Ingrained suspicion of the U.S. and imbedded 
nationalism would respond, and we will have ended up by strength- 
ening the very elements we want to weaken, while hurting our 
friends.‘ 

The argument for delaying allocation as a bargaining weapon 
would be stronger if it were the only lever we had. However, in the 
circumstances we would not sacrifice much leverage in going ahead 
with the previously established credit, since the continuing need for 
help from us will continue to give us a bargaining position of being 
able to insist upon action first if that appears appropriate. The 
Argentines will in fact be much less able to trade in promises as 
distinct from actions. 

In view of these risks and the likelihood that the prospect of 
additional loans would represent a potent lever to get U.S. claims 
settled, it would make good sense for us to go ahead with the $44 
million balance in the line of credit. 





* A handwritten notation on the source text, apparently by Rubottom, reads: 
“Where else does Arg. turn?” 

*A second handwritten notation on the source text, apparently by Rubottom, 
reads: “This will happen no matter what happens.” 
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234. Telegram From the Ambassador in Argentina (Beaulac) to 
the Department of State’ 











Buenos Aires, April 17, 1957—7 p.m. 


1048. Reference Embtel 1038 April 17;> Deptel 1085 April 16, 
1957. Reference Vicchi Gainza Paz conversation Embassy tends to 


make additional loans Argentina now. In that connection, following 
considerations pertinent: 
A. To grant additional loans now in absence greater progress on 














ee 
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problem as promised by Argentina in connection earlier loan negoti- 
ations needed in order place us in position to justify further Export 
Import Bank loans. 

Especially because we failed to make packing and AFP problems 
conditions for steel plant loan under Peron, we may find it necessary 
agree allocate remainder $100 million by provisional government. 

Beaulac 








235. Memorandum of a Conversation, Department of State, 
Washington, April 18, 1957, 5 p.m.’ 


for years the final word, and noted 
the large number of individual suits that would have to be initiated, 


7 
fi 
| 





"Source: Department of State, Central Files, 811.05135/4-1857. Confidential. 
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could not operate in this climate of uncertainty for long. He pointed 
out also that the question of what basis to use for valuation of 
assets was a real problem, since the courts traditionally used histori- 
cal cost. The Ambassador acknowledged this would be a problem. 

The Ambassador then said that when he returns to Argentina he 
hopes to get into this matter and perhaps foster a solution. He 
wondered, for example, if some type of arbitration, clearly above 
reproach, could not be set up. Mr. Bernbaum said he thought the 
company would agree to arbitration, and then described how the 
matter of reaching a settlement had almost been resolved and then 
spiked apparently by Minister Alconada. The Ambassador merely 
nodded, but seemed unaware that agreement on a method had at 
one time been so close. 

Mr. Bernbaum pointed out that these problems had become 
entwined with the matter of loans and credits, and recalled the 
negotiations a year ago pointing out that Mr. Brand had stuck his 
neck out in assuring officials of the US Government that outstand- 
ing problems would be resolved. It was, therefore, extremely embar- 
rassing to find little or no progress in these matters. The Ambassador 
said he understood, but again made the argument that while the 
Government and many other people wanted to do the right things, 
many others adopted a nationalistic attitude and one opposing closer 
relations to the US. It was, therefore, important for the US to 
strengthen the elements friendly to it, to permit them to gain 
sufficient power to do the right things.” 





?On April 23, Vicchi spoke with Rubottom and Vaky about the meatpackers’ and 
A&FP problems. A memorandum of that conversation, drafted by Vaky, reads in part 
as follows: 

“The Ambassador stated that problems such as the A&FP indemnity claims and 
the meatpackers’ accounts would be solved, and noted progress in the latter case. He 
asked that we keep in mind the nature and friendliness of the present regime, its 
desire and attempt to move along the right path and its need for a helping hand 
financially, and that we reflect on the value of not being too inflexible in the criteria 
we set up for aid. He asked that at least we not take an irrevocable policy decision 
but be prepared to continue discussions and consideration on such matters, and we 
could see what might develop. Mr. Rubottom stated that he could say confidentially 
that Mr. Brand would be going to Argentina about May 1 for a few days.” (/bid., 
835.10/4-1057) 

Brand’s planned trip was subsequently postponed. 
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236. Telegram From the Ambassador in Argentina (Beaulac) to 
the Department of State’ 


Buenos Aires, April 24, 1957—4 p.m. 


1062. Reference: Deptel 1107, April 18.* Delivered President 
Eisenhower's letter to President Aramburu’ yesterday and at same 
time presented certain considerations in connection with pending 
problems. 

I noted Gainza Paz and Vicchi had talked in general terms about 
cooperation by US and American officials had talked to them in 
specific terms of problems involving American interests in Argentina. 

I said our government sincerely felt it giving Argentina generous 
cooperation and naturally expected Argentina would make progress 
in carrying out offer made by Col. Benegas mission to solve pending 
problems which it had an obligation to settle without reference to 
possible loan. 

President said meat packers problem well under way to solution. 

With reference to ANSEC problem, he noted government had 
suggested to AFP that commission to fix indemnity for expropriated 
companies be appointed but that cases not be withdrawn from 
courts, and AFP had rejected this proposal. I said I assumed govern- 
ment still intended to solve this problem and President said that that 
appeared difficult to him. Only 9 months before elections and 
solution along lines company wanted would present real political 
problem to Argentina. 

I asked President whether he meant to convey to me govern- 
ment’s definite decision not to attempt solution ANSEC problem. If 
this were the case it represented a new development and I would 





' Source: Department of State, Central Files, 835.00/4-2457. Secret. Repeated to 
Rio de Janeiro. 

?In telegram 1107 the Department reported that Gainza Paz was due to see 
Dulles, Humphrey, Waugh, and Black within the next few days, “after which scope 
and purpose his visit may be better defined.” Subject to those talks, the Department 
would review the question of economic aid for Argentina with the Export-Import 
Bank. (/bid., 835.00/4-1857) 

Gainza Paz met with Waugh and Brand on April 23. According to a memoran- 
dum of that conversation, drafted by Bernbaum, he “repeated the exposition he had 
already made to President Eisenhower, the Secretary of State and to the Under 
Secretary of the Treasury.” (/bid., 835.10/4-2357) No memorandum of Gainza Paz’s 
conversation with Surgess or any record of conversations with Humphrey or Black 
were found in Department of State files. 

* Transmitted to the Embassy in telegram 1096 to Buenos Aires, April 17. The 
letter reads in part: “For my part, I am very pleased to have had the opportunity of 
discussing these matters with Dr. Gainza Paz, and I wholeheartedly agree with you 
that such a personal exchange of views is decidedly heipful. You may be sure that we 
here in Washington will continue to give the closest attention to problems of mutual 
interest to our two governments.” (/bid., 611.35/4-1757) 
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inform my government in that sense. I noted in this connection 
Argentina Government representatives continue inform US Govern- 
ment provisional government will solve ANSEC problem and I read 
from Department’s memo of conversation between Vicchi and Ru- 
bottom on April 10 Vicchi’s statement solution ANSEC problem 
clear responsibility of provisional and provisional government will 
solve it. 

President said he would call meeting of government and give me 
definite answer later on. He did not want government's position to 
be unclear. 

Although President did not say so specifically, I deduce that his 
present view is that government has made an offer to AFP which 
government considers politically viable and company has turned it 
down. Onus for failure thus rests on company rather than govern- 
ment.‘ 

Beaulac 





*In despatch 1295 from Buenos Aires, ety: Beaulac enclosed memoranda of 
conversations which he recently had with the Argentine President, Minister of 
Commerce and Industry, and Minister of Foreign Affairs regarding the ANSEC 
problem. “The President indicated that the kind of settlement the company wanted 
would be very difficult for the Provisional Government to bring about,” he noted. 
Bp mp ded Loge ps that the Provisional Government had given up the idea 

of settling the problem and indicated that he would call a meeting of the Government 

in order to define the Government's position.” (/bid., 835.2614/4-2657) 





237. Telegram From the Acting Secretary of State to the 
Embassy in Argentina’ 


Washington, May 2, 1957—8:45 p.m. 


1173. Department and Eximbank agree with Embassy’s estimate 
Embtel 1048’ that time has come for Eximbank work out with 
Argentines implementation $44 million balance line of credit. Since 
IBRD considering complementing Eximbank credits in transportation, 
Argentines should be receptive proposed allocation $15 to $20 mil- 
lion of balance to private sector, excluding power, with remainder to 
transportation. Our readiness proceed usable as effective demonstra- 





* Source: Department of State, Central Files, 835.00/4-1757. Confidential. Drafted 
by Rubottom, Bernbaum, and Vaky and approved by Rubottom. 
? Document 234. 











Argentina _473 





tion our desire help despite difficulties created by lack progress on 
Argentine commitments made during negotiation. 

Department and Eximbank also agree not desirable, despite 
de‘inition our own thinking, to spell out settlement US claims as 
condition for loans beyond $100 million credit. We will continue 
here as you are in Buenos Aires emphasizing difficulties created by 
lack progress on Argentine commitments and desirability of progress 
as best means attracting needed foreign capital. 

We understand unrealistic expect immediate conclusive action 
on problems all companies. Without relaxing in efforts their solution 
believe progress on some cases with reasonable expectation solutions 
in sight would be considered satisfactory evidence Argentina com- 
plying with commitments. ANSEC emphasized because of retrogres- 
sions rather than greater importance other firms. Meatpackers’ 
problem appears offer best prospect results. 

Any case, however, should be made clear that problems US 
investors aside, Bank will not make loans to government in electric 
power field since private capital apparently available. 

Embassy comments foregoing desired. Eximbank also interested 
in Embassy’s views on timing and site discussions on implementa- 
tion $44 million balance. Bank perceives difficulty discussions pri- 
vate sector loans Washington.’ 

Herter 





>In telegram 1105 from Buenos Aires, May 6, Ambassador Beaulac proposed that 
he promptly leave an aide-mémoire with the Argentine Foreign Minister, Alfonso de 
Laferrere, regarding U.S. interest in a solution to the ANSEC and meatpackers’ 
problems. (Department of State, Central Files, 611.35/5~657) In telegram 1106, May 6, 
Beaulac informed the Department as follows: “It is our present idea that after aide- 
mémoire transcribed in my telegram 1105, May 6, is delivered and in the absence of 
new developments which might make trip undesirable, Brand should come Buenos 
Aires for stated purpose of discussing allocation remainder $100 million credit.” (/bid.) 

The Department approved his proposal, with certain minor modifications, in 
telegram 1201 to Buenos Aires, May 9. (/bid.) On May 22, Beaulac delivered the aide- 
mémoire to de Laferrere; a copy was transmitted to the Department in despatch 1431 
from Buenos Aires, May 22. (/bid., 811.05135/5-2257) 





238. Editorial Note 


On June 3 the United States and Argentina signed a General 
Agreement for a Program of Technical Cooperation. The agreement 
was signed for the United States by Willard Beaulac and for Argen- 
tina by Alfonso de Laferrere and entered into force that same day. 
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For text, see 8 UST 811. Documentation on this subject is in 
Department of State, Central File 835.00-TA. 





239. Memorandum From the Director of the Office of South 
American Affairs (Bernbaum) to the Assistant Secretary of 
State for Inter-American Affairs (Rubottom)' 


Washington, August 8, 1957. 
SUBJECT 
Possible Financial Aid to Argentina 
During the time the US Delegation is in Buenos Aires for the 
Economic Conference’ it seems inevitable that it will be approached 
by the Argentines on the subject of further US loans. In point of 
fact, Coll Benegas has lately been pressing hard for an invitation to 
come to Washington to talk about new loans (Embtel 167). He has 
been basing his argument on the alleged fact that the meatpackers 
question has been settled in “principle”, and that the Argentines 
have submitted a “proposal” in the ANSEC case. Ambassador Beau- 
lac has quite correctly pointed out that the meatpackers problem 
cannot be considered settled until the pertinent decree is published,‘ 
and that there has been no serious proposal in the ANSEC case since 
the Government failed to carry out its out-of-court settlement idea. 
Be that as it may, our position has always been that we could 
not consider further loans until some progress had been made on 
these problems, although we have been careful not to define the 
amount of progress necessary. Now, however, it appears that either 
some progress will have been made or the Argentines will take the 
position that it has, and I suggest we should begin to consider what 
our position should be in several situations. These thoughts may be 





* Source: Department of State, Central Files, 835.311/7-2457. Confidential. Draft- 
ed by Watrous. 

Reference is to the Economic Conference of the Organization of American 
States, which met at Buenos Aires, August 15-September 4. For documentation, see 
vol. vi, Documents 135 ff. 

* Dated July 24. (Department of State, Central Files, 835.311/7-2457) 

*In telegram 304 from Buenos Aires, August 16, the Embassy reported that an 
Argentine governmental decree settling the problem of past accounts of meatpacking 
firms operating in Argentina was officially published on August 14. (/bid, 835.311/ 
8-1657) 
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of use to you in discussions with either Mr. Waugh or the Argen- 
tines. 
No real progress in either meatpackers or ANSEC. In this situation, I can 
see no alternative to holding firm to our stand of no loans. We 
would be under pressure not to adopt a “banker’s mentality”, to 
consider political factors, etc., but I think it would be a mistake to 
yield to these arguments. 

Progress, or settlement, of meatpackers’ case; no progress in ANSEC. This 
situation would be more difficult, for the Argentines could maintain 
that they had gone as far as a Provisional Government could go in 
coming to grips with our problems. Nor have we ever told them that 
a complete settlement of a// the problems was a sine qua non of 
additional assistance. 

Logic would indicate, it seems to me, that if the Argentines have 
come part way in meeting our conditions we might then well go part 
way in meeting their requests. This would imply limited financial 
aid in carefully selected fields, with again the clear understanding 
that large-scale assistance would not be forthcoming in the absence 
of an ANSEC settlement. Further attentions to transportation and 
industrial equipment suggest themselves. The field in which financ- 
ing is vitally needed—electric power—could not, of course, be 
touched in this situation. 

Settlement of both meatpackers and ANSEC problems. In a way this 
happy situation would present us the most difficulties, for the 
Argentines would unquestionably expect aid on a scale beyond 
anything we could contemplate. We would, however, be morally 
committed, I think, to providing as much assistance as we could. 
Here two problems arise. The first is the amount of foreign debt 
Argentina can assume in the next few years. (The IBRD is particu- 
larly apprehensive on this score, and feels that Argentina may not be 
able to service much more in the way of foreign debt. A study on 
this subject is in process in the IBRD.) 

Secondly, we come face-to-face with the question of electric 
power, which is, excluding petroleum, admittedly Argentina’s prime 
need. In this field, we have taken the position that until the 
situation of A&FP was regularized, and until Argentina's power 
policy was clarified, we could offer no help; even in this case we 
would presumably maintain the line that we could not intervene 
should private capital be available. But the recent Argentine action 
in regard to CADE and ITALO very definitely raises some questions 
as to Argentina’s future power policy. Even should A&FP’s problems 
be settled and ANSEC allowed reasonable operating conditions, it 
would be difficult for us to consider a power loan unless we knew 
the shape of things to come in the rest of the industry. At present it 
appears that the CADE and ITALO cases will be in the courts for 
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some years to come; it is also possible that the forthcoming Consti- 
tutional Convention will write nationalization of all public utilities 
into the reformed Constitution. Under circumstances such as these it 
would be extremely difficult for the Eximbank to supply financing 
for the power industry. (The analogy of Petrobras°® is perhaps 
pertinent.) This question, however, should be gone into thoroughly, 
as the question would arise: Is private capital available? 

Intermediate situations, such as Argentina’s buying out CADE 
and turning it over to Argentine capital or to a mixed company, are 
also possible. Under these circumstances it is conceivable that A&FP 
might be interested in further investment in Argentina; in any case, 
we should seek clarification of A&FP’s position before determining 
ours. 

Cutting across these questions is the problem of what fields 
could be benefited by US loans. Here we must face the fact that if 
petroleum and power are excluded, the field is narrowed sharply. 
Transportation can absorb a further amount, after which the field 
appears limited to equipment for industry and agriculture. 

In this connection, two points should be emphasized to the 
Argentines in any discussion of loans. First, it is obvious that their 
problems are of such magnitude that they cannot under any circum- 
stances be solved solely by Government loans. Stimulating the 
inflow of private capital should be their first concern; an attitude of 
confidence would certainly be created by settlement of our outstand- 
ing problems, while actions like that in the CADE case can hardly 
do other than harm in the long run. 

Secondly, the Argentines seem reluctant to channel loan funds 
into the private sector, while, | believe, it is our policy to encourage 
this. Apparently, Argentine reluctance has been based largely on 
ignorance of techniques in this regard; some salesmanship in this 
field might well be productive. 





* Reference is to Brazil's government-owned oil company. 
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240. Memorandum From the Deputy Assistant Secretary of 
State for Inter-American Affairs (Snow) to the Assistant 
Secretary of State for Economic Affairs (Kalijarvi)' 





Washington, August 13, 1957. 


developed and large textile industry. An additional factor is that 
production is increasingly of low-grade cotton which is 
its textile mills. Increasingly, therefore, Argentina 
of importing high-grade fiber. Because of its 
payments position Argentina faces a difficult 

problem in the importation of cotton. 
Embassy Buenos Aires has recommended, on the basis of its 


based upon the relatively small amount of cotton ($135 million) to 
be disposed of world-wide under the Title I authorization, and 


does not feel that such prospects exist in Argentina. 
I believe that there are strong political reasons for an accommo- 
dation with Argentina: 





‘Source: Department of State, Central Files, 411.3541/8-1357. Confidential. 
Drafted by Vaky. 

*In telegram 275, the Embassy stated that it was “very desirable” on political 
grounds to provide Argentina with 10,000 metric tons of cotton, “as it would lessen 
basis Argentine criticism PL 480 program and serve offset government disappointment 

” (hid, 411.3541/8-957) 
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presenting a rare historical opportunity to improve relations wi 


standing . Particularly when we are trying to get 
Argentina to do certain things, notably on American & Foreign 
Power tion claims and the mea : , we 


aid from us, limited in i , 
limited credit and Rhy HP RS -—- 
policies which abd dies Os uae Ae 


Argentine approaches for some type of action. 


If, in addition to not doing things for Argentina because we lack 
the capabilities (such as extending substantial additional loans), we 
fail to do something which it is within our power to do, our 
sincerity will become suspect to the Argentines. The consequences 
will adversely affect our general relations as well as make far more 


difficult the securing of specific things we want from Argentina. 
It is recognized that from some points of view, such as those 


held by Agriculture, there are strong reasons for refusing a Title | 


ly, far outweigh other considerations, and that it is in 
overall interest of the US to conclude such a transaction. 











Argentina 479 





Recommendaton 


I recommend that the Department support a Title I transaction 
for the sale of cotton to Argentina. The amount of 10,000 tons, 
which was recommended by our Embassy, would appear to be the 
minimum quantity.’ 


» Negotiations concerning a possible PL. 480 agreement with Argentina continued 
through the end of the year without resolution. Documentation is ibid, 411.3541. 








241. Memorandum From the Director of the Office of South 
American Affairs (Bernbaum) to the Deputy Assistant 
Secretary of State for Inter-American Affairs (Snow)' 


Washington, August 22, 1957. 
SUBJECT 
Bilateral Military Pact with Argentina 


Background 


On May 13, the Argentine Foreign Minister informed Ambassa- 
dor Beaulac that Argentina would like to begin talks on a military 
agreement, but would like the suggestion that negotiations be under- 
taken to come from us.” On May 29, in response to instructions, 
Ambassador Beaulac told the Minister that the US would be recep- 
tive if Argentina wished to negotiate such a pact, but felt that we 
were not in a position to take the initiative. The fact of general 
budgetary limitations restricting the amount of aid available and the 
inability to include Argentina in the FY-58 budget were also men- 
tioned.’ In a subsequent conversation on June 3, the Minister sug- 
gested that the matter be left in suspense for the time being and that 
it might be taken up later.‘ The Ambassador indicated he would 





"Source: Department of State, Central Files, 735.5-MSP/8-2257. Secret. Drafted 
by Vaky. 
* Beaulac reported this development to the Department in telegram 1134 from 
Buenos Aires, May 14. (/bid, 735.5-MSP/5-1457) 
* Beaulac reported this conversation to the Department in telegram 1214 from 
Buenos Aires, May 31. (/hid, 735.5-MSP/5-3157) 
* Beaulac reported this conversation to the Department in telegram 1231 from 
Buenos Aires and despatch 1490 from Buenos Aires, both June 4. (Both ibid, 
(Continued) 
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From his conversations, the Ambassador deduced 1) that the 
Argentine Government sincerely wants a defense agreement with the 
US; 2) that it had overestimated how badly we wanted an agree- 
ment; and 3) that the Government's enthusiasm for immediate 
negotiation was somewhat dampened by the realization that Argen- 
tina could not be included in the FY-58 program. 

While in Washington, the Ambassador discussed the matter 
with State and Defense officials. It was decided that the JCS would 
be asked for a military evaluation of the desirability of a pact, and 


these decisions, a determination of the political aspects would be 
made, and the Embassy instructed accordingly. 

The JCS have determined that a pact with Argentina is desir- 
able. In a letter to Mr. Murphy dated August 6, Defense requests 
that State initiate action to secure such an agreement with Argenti- 
na. Defense states, however, that no discussion as to missions or 
force objectives be undertaken until an on-the-ground survey by a 
US military team has been accomplished, “it being considered im- 
practical by the Joint Chiefs of Staff to establish a judicious determi- 
nation of the extent of military assistance to Argentina without a 
survey of the status of Argentine military forces and their equip- 
ment.” A copy of this letter is attached.° 


Discussion 

The first thing to be decided, of course, is whether we want a 
military agreement with Argentina. This has been answered from the 
technical or military standpoint—we do. I believe it is fair to say 
that, politically, closer military cooperation through a pact is a 
desirable and useful means of bringing Argentina further out of 
isolation and closer to us, and hence a desirable goal in furtherance 


of basic policy objectives. I believe it also fair to accept the premises 
that 1) the present Argentine Government wants closer relations 





(Continued) 
735.5-MSP/6-457) The Department had instructed him to pursue this approach in 
telegram 1257 to Buenos Aires, May 23. (/bid,, 735.5-MSP/5-2357) 

* Not printed. (/id., 735.5-MSP/8-657) 
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with us in all fields; 2) it wants more military assistance from us, 
preferably grant aid. 

Given these premises and the Defense request that we negotiate 
such a pact, we must now answer the questions: 1) Do we want to 
negotiate with the Provisional Government, given the fact of its 
limited tenure and the present political situation? 2) Are we prepared 
to assume the risk of political attack in Argentina against us and 
against the Provisional Government, and to take the risk of possible 
failure of the negotiations, if the Argentine Government also is 
prepared to take these risks? 

The answer to the above two questions must take into account 
a) the present political situation and existence of nationalistic senti- 
ment, and the possibility that feeling may run high enough to 
undercut the Government and even endanger its stability; b) the 
possibility that negotiations may fail with consequent adverse effects 
on the US position in Argentina; and c) the possibility that an 
elected Government might not respect the agreement and seek to 
denounce it. 

It is possible that Argentina has changed its mind, and would 
decline to proceed further. In that event, the matter could be closed. 
However, on the supposition that it is still interested, and starting 
from the general proposition that a pact is desirable from both th« 
military and political viewpoints, I believe that only some overriding 
risk to the general US interest deriving from the particular political 
situation in Argentina should prevent us from seeking to negotiate 
such a pact. This belief is strengthened by the fact that it would be 
unwise to decline to negotiate with this government so long as we 
have similar agreements with its neighbors and most of the other 
American Republics. This is true even though the same reasons that 
prompted us to negotiate with the other countries do not exist 
today. 

In assessing the magnitude of risks involved, we must concede 
that there would be nationalistic opposition to such a pact and to 
negotiations. Possibly, such opposition would reach sufficient magni- 
tude or become vocal enough to cause the Argentine Government to 
back off of negotiations after they started, or even to force a change 
in the Government. Another risk is that the Government may be 
forcefully changed, due to other causes, and that some persons may 
mistakenly establish a relationship of cause and effect between the 
negotiations and the change in Government. 

As of June the Embassy believed that the Government had 
carefully estimated the probable importance of nationalistic opposi- 
tion and had discounted it. The situation is somewhat changed now, 
following the Constituent Assembly elections, and the Government 
may feel the risk now worthwhile. I have asked for Ambassador 
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Beaulac’s assessment on this point. As a general p> « sition, howev- 
er, the Provisional Government seems more stable «cw than last 
May. 

If the Argentine Government weighs the risks and decides they 
are too great to proceed, we, of course, have no problem. If they 


that tendency. It seems to me that the chances are in favor of 
acceptance by a successor. 

Another aspect, however, is that negotiations may not be com- 
pleted before a successor government comes in, and that either we 
would have to start all over or find that the successor regime will 
not want to carry on for political reasons. The answer here would be 
to insure a quick negotiation by reaching a considerable degree of 


pre-understanding. In any case, the risk of not being able to com- 
plete the negotiation would not seem serious enough to warrant 
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great concern, except in the circumstance that the US was made to 
appear as the initiator or the “pusher” for such an agreement vis-a- 
vis the Provisional Government. I do not for that reason believe that 
we should agree to appear to be the initiator as suggested by the 
Foreign Minister, since we only increase the risks to our position in 
Argentina thereby. 

It is clear that the risks derived from the points raised above can 





advance what we would expect from them 


dure of sending a joint survey 
aid. Defense, however, insists on the survey. Ao <n p Re 


proceed to negotiate the classified annex on missions as the circum- 
stances indicate. The opportunity to gauge the reaction 
general agreement will indicate when and how to proceed 
other, and any publicity surrounding the military survey team 
be irrelevant since the survey would be expected. 

The disadvantage, of course, is that the Argentines would be 
asked to agree to the general agreement without knowing what 
specific “reward” they will get out of it, and we naturally would 
have to get Argentine understanding of this and acceptance of the 
procedure before we proceeded with any negotiations at all. We 
could justify the procedure to the Argentines by pointing out the 
adverse effect upon our relations of any failure to conclude negotia- 
tions satisfactorily once they were initiated due to adverse publicity 
or nationalistic opposition. We might also be able to give some 
general indication of the magnitude of aid to enable the Argentines 
better to decide whether they wish to embark on such a course. 


Recommendation 
I recommend that Ambassador Beaulac be instructed to reopen 
the matter with the Foreign Minister along the following lines: 


1. The US Government appreciates See: aan 
reference to a possible Bilateral Military Agreement and would 
welcome such an agreement with Argentina. 
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2. Our Government has shared the apprehensions expressed in 
the past by Argentine officials regarding possible political repercus- 
on rh risks to the negotiations of such an agreement, particularly 

wry by: forthcoming political campaign in Argentina, and assumes 
Argentine Government has given full consideration to this 
situation. 

3. If the Argentine Government continues to believe that such 
possible political i should not constitute an obstacle to 
negotiation of a military agreement, the US is prepared to negotiate 
with the following understanding: 


a. It is too late to assure inclusion of Argentina in any 








FY-58 program. 
b. In any event, the amount of military aid which might 
become available to tina would be limited by budgetary 


considerations. (If possible, give here some idea. This would 


By ~ the mili hich 
t concerning tary mission w 
Geo tol undertake (force objectives) would be arriv at 


followine a survey and on-the-ground ions with Argen- 
Se Sree SE, SE ae Seay See, which Defense is 
prepared to send to Argentina 


d. To avoid undesirable blicity or protracted negotiation, 
the US believes it would be desirable to negotiate and sign first 
the standard general agreement establishing the general principle 
of military collaboration, following which the agreement as to 
missions can be worked out. (This can be justified as above.) 


4. Joint announcement of negotiations can be made without 
reference to which country suggested negotiation, or reference might 
be made to the general US interest in such pacts expressed some 
es ago with reference to the entire question of hemisphere 

ense. 


We are now drafting a request for Circular 175° authorization to 
negotiate and to clear an instruction to the Embassy along the above 
lines.” 





* Circular 175, December 13, 1955, concerned the proper exercise of the treaty 
and executive agreement-making power of the United States, as well as the approval 
of texts of treaties and the making of arrangements for signature. It is in a file 
retained by the Records Management and Regulations Division of the Bureau of 
Personnel, Department of State. 

”In a handwritten comment on the source text, dated October 21, Snow noted 
the following: “We are now awaiting Presidential determination re Argentina’s eligi- 
bility under our MSA law before drawing up instructions for Amb. Beaulac.” 

In A-161 to Buenos Aires, November 8, the Department attached a draft text of a 
military assistance agreement between Argentina and the United States, “which it is 
proposed to negotiate, should the circumstances indicate.’ For the present, the 

t explained, the Embassy was requested to do the following: 

“1. To submit a current assessment of the political risks involved, and an estimate 
of whether, on balance, it would be in the US interest to reopen this matter at this 
time. 

“2. To submit its judgment as to whether the Provisional Government continues 
to desire such an agreement. The Ambassador may, in his discretion, informally sound 
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242. Telegram From the Ambassador in Argentina (Beaulac) to 
the Department of State’ 





Buenos Aires, October 8, 1957—1 p.m. 


603. Foreign Minister called me yesterday to ask support for 
Coll Benegas’ request for new $150 million credit as contained in 
Ministry of Finance aide-mémoire dated August 22 which was 
handed to Waugh during Buenos Aires Economic Conference.” 

Minister said Coll reported Export-Import Bank favorable to 
loan but State Department withholding approval because interested 
only in loans to crisis areas and not in loans to Latin America. 
Nevertheless part of loan assured including transportation equipment 

He said Export-Import Bank wants to send another mission to 
Argentina to discuss remainder of loan request but process of 
sending missions could go on indefinitely without result and Argen- 
tine Government badly needs to give people some “sensation of 
relief” in very difficult economic and political situation now existing. 

Minister referred to Peronista activity within Argentina and in 
neighboring countries, to Argentina’s importance to the hemisphere 
and interest of US Government in stable Argentina. He asked that 
favorable consideration be given to new loan on a frankly political 
basis. 





out the Foreign Minister as to present Government desires. It is repeated, however, 
that authority to negotiate has not been obtained, and the impression should not be 


given that the US is immediately prepared to enter into negotiations. 
“3. If reactions to paragraphs 1 and 2 are affirmative, to review the attached text 


of State, Central Files, 735.5-MSP/6-457) 
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I told Minister I could assure him both State Department and 
Export-Import Bank very much interested in Latin America and 
referred to recent bank record. I said what bank sought was good 
projects and that for more than a year I had repeatedly urged 
Argentine Government to fulfill promise which Coll Benegas had 
made with President’s authorization on his first mission to Washing- 
ton to settle packers and ANSEC case in order to place our govern- 
ment in position to extend further credits to Argentina. I said I was 
encouraged by very substantial progress in meat packers’ case and 
still hoped for similar progress in ANSEC case. I referred to conver- 
sations between Yadarola’ and American and Foreign Power but said 
had impression no progress so far. 

Minister said Ministries of Finance and Industry continue urge 
settlement of ANSEC case but there is opposition within Cabinet 
principally t:om Minister of Justice who is lawyer and objects on 
technical grounds. 

I asked Minister whether he thought constituent assembly draft 
amendments to constitution might be interfering with Argentine 
credit board. He replied “tremendously” and expressed hope assem- 
bly would shortly adjourn for lack of quorum without enacting 
amendments. 

(Reference: Embtel 602).* 

I told Minister 1 would convey his message to Department.° 

Beaulac 





* Mauricio Luis Yadarola, Argentine Ambassador to the United States. 

* Dated October 8. (Department of State, Central Files, 735.00/10-857) 

° Beaulac transmitted a more detailed memorandum of this conversation to the 
Department in despatch 501 from Buenos Aires, October 8. (/bid., 835.10/10-857) 
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243. Memorandum of a Conversation, Department of State, 
Washington, October 17, 1957' 


SUBJECT 
Argentina: US Loans 
PARTICIPANTS 
Ambassador Mauricio Yadarola of Argentina 


Dr. Carlos Coll Benegas, President, Banco de la Nacién 


Mr. C. Douglas Dillon, Deputy Under Secretary for Economic Affairs 
Mr. Thomas C. Mann, Assistant Secretary for Economic Affairs 

Mr. R. R. Rubottom, Assistant Secretary for Inter-American Affairs 
Terry B. Sanders, Jr., Acting Director for South American Affairs 


Ambassador Yadarola stated that he had been instructed by his 
Government to call at the Department to ask that full consideration 
be given by the United States Government to important political 
factors bearing on further United States financial assistance to Ar- 
gentina. The Ambassador and Dr. Coll were having talks with the 
Export-Import Bank. The Bank officials were very attentive and 
desired to be helpful if possible, but they understandably gave great 
weight to strictly economic considerations. If the Provisional Gov- 
ernment in Argentina had had more cooperation from the United 
States and if that Government had been able to accomplish more 
since the overthrow of Perén, the Communists, Peronistas and 
extreme nationalists would not have won as many votes as they did 
in the election for the Constituent Assembly. Further US loans 
would strengthen liberal, pro-US elements in Argentina. This is 
important for Argentina, for promoting close US-Argentine relations, 
and for the well-being of the Americas. Additional US assistance 
would demonstrate the utility and importance to Argentina of close 
relations with the US, and the effect would be a favorable influence 
on the elections in February 1958. In brief. there is an important 
connection between the political and economic factors not only in 
Argentina but also in terms of the interests of the other American 
Republics. Furthermore, as compared with Brazil, for example, Ar- 
gentina has received only a relatively small amount of loans from 
the Export-Import Bank, although the Argentine economy is certain- 
ly as important and as strong as that of Brazil. On economic 
grounds, Argentina has a great potential and is undoubtedly a good 
risk. 

Mr. Dillon answered that we very much appreciate the desir- 
ability of close US-Argentine relations and that the US sincerely 





* Source: Department of State, Central Files, 835.00/10-1757. Official Use Only. 
Drafted by Sanders. 
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wishes to see Argentina prosper and to achieve the important place 
in the hemisphere that it should have. We are also aware of the . . . 
difficulties confronting the Provisional Government in its efforts to 
rehabilitate the Argentine economy. Evidence of US interest in 
Argentina has already been given in a variety of ways, including a 
sizeable amount of loans already made available to the Provisional 
Government. It would be a mistake, however, for Argentina to look 
to sources of US public funds for all of the financing required to 
promote Argentina’s rapid recovery. It may be that Argentina would 
actually need a $1 billion or more, but obviously US public funds in 
this amount will not be available because of the worldwide demands 
on the United States. Argentina must necessarily look to private 
domestic and foreign capital. It is very important that the Provisional 
Government comply with requests already made of it by the US 
with respect to the American & Foreign Power Company, the banks, 
and the meatpackers. The progress already made with respect to the 
meatpackers’ problems is welcomed. Nothing, however, has been 
done about the banks’ balances and the A&FP. A solution to these 
problems is necessary to improve the private investment climate and 
also to make it easier for the US Government to be helpful. With 
respect to the A&FP, for example, the most important thing is to 
achieve a settlement, whether the Argentine Government decides to 
buy the company entirely or whether an arrangement is agreed on to 
allow the company to continue operations on a satisfactory basis. 

The Ambassador said that he was under specific instructions 
from his Government to devote his best effort to solving the A&FP 
problem. This issue, he assured, can, must, and will be resolved. The 
Ambassador has already had two interviews with A&FP officials. 
Next week he will have another meeting with them to receive data 
he has requested. He hopes soon to have prepared his own propcsals 
for settling the problem, and he will be happy to make these known 
to Mr. Dillon and other officials in the Department. The Argentine 
Government has nothing to hide with respect to its relations with 
the A&FP, and it earnestly desires to reach a settlement. 

Dr. Coll pointed out that the Provisional Government, despite 
shortcomings, has n:ade much progress in coping with economic 
problems. For example, many controls have been abolished, and 
foreign exchange is free so that foreign firms can remit profits. The 
US firms in Argentina, he said, are generally pleased with the 
conditions under which they can now operate. In effect, the private 
investment climate has improved considerably. The Provisional Gov- 
ernment is grateful for the support already provided by the United 
States. Also, it is gratifying that the New York banks have just 
extended a credit of $27 million to the Argentine Central Bank. 














iis sieaiais: 06-4 -analt- Sins 4b Go Semddte-tie Glas 
themselves. 

The Ambassador and Dr. Coll expressed their appreciation for 
Mr. Dillon’s support on this loan. 

In conclusion Mr. Dillon indicated that he will discuss with the 
Export-Import Bank Argentina’s request for further credits.” 





? The Department summarized this conversation for the Embassy in telegram 704 
to Buenos Aires, October 18. (/bid,, 835.10/10-1857) 





244. Memorandum of a Conversation, Department of State, 
Washington, October 25, 1957, 4:45 p.m.’ 


SUBJECT 
Financial Assistance for Argentina 
PARTICIPANTS 


W—Mr. Dillon 

ARA—Mr. Rubottom 
Ex-Im—Mr. Brand, Mr. Sauer 
OSA—Mr. Sanders 
OSA—Mr. Vaky 


The discussions began before Mr. Dillon joined the group. 

Mr. Rubottom noted that we had been given [giving?] consider- 
able time to policy review of this subject, and that events were 
moving rapidly. He noted the recently passed banking reforms, the 
Radical Party convention which modified the economic stand of the 
party, and Ambassador Beaulac’s recommendation for assistance at 
this time in the private sector (Embtel 699).’ 





* Source: Department of State, Central Files, 835.10/10-2557. Confidential. Draft- 


greatly benefit from a discussion at the highest possible level to weigh all the factors 
involved.” He suggested that a meeting be called as soon as possible between himself, 
Dillon, Waugh, and their respective staffs. (/bid., 611.35/10-2457) 

2 Dated October 24. (/id., 835.4241/10-2457) 
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Mr. Brand said that the Bank had also been giving the matter 
considerable thought. He said that in the past two weeks the Bank 
has been looking for something it might be able to do to ease the 
situation. Unsure that State would concur and in view of Ambassa- 
dcr Beaulac’s earlier recommendations that the Bank extend no 
gesture in the financial field, the Bank saw little it could do. 
Meanwhile Coll was pressing very hard, and as a result the situation 
hardened. Mr. Brand described Coll’s various talks with Mr. Waugh, 
the most recent of which had been this morning.’ In this morning's 
conversation, Mr. Waugh had told Coll that a) the Bank needed 
more time for consideration of the Argentine Aide-Mémoire request- 
ing $150 million in loans; b) this was not a closing of the door; and 
c) the Bank continues ready to consider credits in the private sector. 
Dr. Coll pressed Mr. Waugh for an answer. Mr. Waugh replied that 
if pressed today for an answer he must say that at this time the 
Bank was not prepared to make additional loans for railroads or the 
coal industry. 

Mr. Brand said that Dr. Coll took that as a closing of the door 
and as an indication that the Bank would not do anything for the 
Provisional Government. He had told Dr. Coll earlier that he had 
misunderstood. The Bank was not closing the door, had only said 
that af this time it could not move, but this had nothing to do with 
the Provisional Government. 

Mr. Brand observed that in view of Coll’s talks with Mr. 
Waugh and the conversation today it would be very difficult to flip- 
flop over night. This would cause the Bank great difficulties. As 
regards aid in the private sector, he noted that the $15 million had 
not been utilized and would probably not be utilized for a long time. 
To establish now an additional line of credit would not make sense, 
especially when the Bank knew it would not be utilized for some 
time. He also mentioned the relatively small remaining lending 
authority as a problem and the fact that Congressional consideration 
of the Bank’s loans was also a factor. The Bank could hardly in 
these circumstances justify to Congress the earmark of more money 
for Argentina when the promptness of its utilization was doubtful. 

Both Mr. Brand and Mr. Sauer expressed the opinion that a line 
of credit to the private sector might be a slap at the Government. 
They reasoned that at a time when the Provisional Government was 
seeking loans to it, the Bank’s ignoring that and making loans to the 
private sector might not help the Government. 

Mr. Dillon joined the meeting at this point. 


* Memoranda of Waugh’s conversations with Coll Benegas on October 24 and 25 
are ibid, 103-~XMB/10-2557. 
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Mr. Rubottom observed that while it was true that the situation 
had hardened somewhat as a result of Waugh’s talks, we could not 
overlook the fact that the situation was changing in Argentina and 
for the better. There was clearly some progress being made, and we 
could quite justifiedly do something on the grounds that the situa- 
tion had changed. Mr. Dillon added that some of the pluses were on 
our side and that anything we might do could be tied to the progress 
made by Argentina. 

Mr. Brand said that the real question was what could we do. 
Mr. Dillon asked what it was the Argentines were pressing for the 





of capital needs the Bank was a little reluctant to get in too deep. 
Mr. Brand did acknowledge, however, that the railroads probably 
provided a very sound economic development project. In response to 
other questions he indicated that Dr. Coll was more interested in the 
railroads than the coal project. 

Mr. Brand suggested something else, which he said might ap- 
pear shocking at first. If the A&FP matter could be cleared up the 
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After further discussions it was decided that the Bank would 


a) Give immediate consideration to a public announcement that 

rican ts tatemeh teo.dieaaaen $ million. Such an 

to 15 an 

announcement would also indicate that $15 million was not a 

ceiling, and that the Bank would consider beyond that 
serve 


the possibilities for further assistance in the rail- 
possibly in the coal industry, including technical study of 


5< 


said that Mr. Waugh would return on Sunday and 
would notify him immediately of this conversation and show 
pertinent memos. He himself would be leaving next 
return the following week.‘ 
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Banco de la Nacién of Argentina (Carlos Coll Benegas) 
Argentine Financial Assistance 
The following conversation took place at lunch. 


and Viron P. Vaky of the Office of South American 


245. Memorandum of a Conversation Between the President of 
Affairs, Washington, October 29, 1957' 


Dr. Coll began by indicating he was disheartened by the results 
of his visit, and intimated that he felt a hardening of the US attitude 


toward Argentina. His main worry, he indicated, was what people in 
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Dr. Coll said that the most important thing at this point was the 


psychological factor. The Government and the pro-US elements must 


have some sign to show of US support. It is not at this stage as 


$15 million earmarked from the previous line of credit was not a 
limit. The Bank is prepared to go beyond that on a case by case 





* Source: Department of State, Central Files, 835.10/10-2957. Confidential. Draft- 


ed by Vaky. 
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basis. I said that I hoped there was no misunderstanding of the US 
position by his Government. I stated that we had been informed that 
the Foreign Minister indicated an Argentine understanding that the 
Eximbank had closed the door on private credits. This was certainly 
not the case. In fact the door was not closed anywhere, and the 
Bank was carefully considering Argentina’s situation. 

Dr. Coll remarked sadly that the door might be open but he 
certainly could not get through it. He said that he had had some 
hopes when he arrived that additional assistance or support could be 
obtained in some field, but suddenly he felt as if the roof had 
collapsed and everything suddenly hardened. He had the impression 
that people felt it would be best if he left Washington as soon as 
possible. He said he was frankly groping in the dark. That was why 
he was leaving. He knew when his usefulness was ended. He said he 
had only been trying to convince people of the importance of this 
problem and not to pressure them. 

Near the end of the conversation Dr. Coll brought up the CADE 
question. He said that he was sure it was badly handled, and it had 
hurt them. If he had been asked what to do he would have 
advocated not cancelling the concessions. He said that it was never- 
theless a moral question, and his Government from its own view- 
point and needs was compelled to rectify that moral blot. The point 
was, he said, that the people who handled this situation did what 
they thought to be the honest and right thing. Having done so it 
hurt to be accused of being dishonest. He said that the Argentine 
Government also mishandled the explanation and should have ex- 
plained the case better. 

CADE, he said, had a great deal of influence in this country, 
and the incident had obviously prejudiced a good number of people 
here. I hastened to say that so far we were concerned the thing we 
regretted was the repercussions in trade and financial circles and the 
damage to the general economic climate. I emphasized strongly that 
the US Government was not concerned in the company’s problem as 
such. It was not an American problem and the company’s interest 
there presented no obstacle in US-Argentine relations. I said that I 
thought it very important that he and his Government not miscon- 
strue comments he may have heard on this matter as anything 
indicating we were involved or linked to this company’s interests. 

Dr. Coll said that that might be true of the State Department, 
but he felt sure, for example that the CADE case had a great 
influence on the IBRD. Moreover there were people in CADE (by 
context he implied SOFINA) who were very influential in this 
country. 

Dr. Coll ended the conversation by remarking that he knew 
Argentina had many friends in this Government. He said he hoped 
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opposition. Moreover, political party leadership does not appear 
sufficiently concerned with, or capable of handling, the difficult 























has reduced its anticipated 1957 balance of payments deficit 
$210 million to $75 million, principally by seeking extensive 
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a legacy of heavy debt and depleted reserves to 
government. 

recent months serious domestic inflation has virtually 
benefits from 1956 wage increases and brought intensified 


through 
1958. General labor dissatisfaction erupted in September 
and again in October of this year in the form of Peronist-dominated 
general strikes. Aided by the fact that most non-Peronist unions 
refused to follow Peronist leadership, the government was able to 
control both strikes. Nevertheless, labor unrest is likely to increase in 
view of the accelerated rise in the cost-of-living and the govern- 
ment’s continued refusal to grant desired wage boosts. 

7. The Altitude of the Military. The survival of the present regime 
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military over appointments and over the regime’s policies are contin- 
uous. However, we believe that the resolve of certain powerful 
military elements to permit transfer of power may have been weak- 
ened by dissatisfaction with the current situation and fear that an 
acceptable and effective successor government will not emerge. 

8. Prospects. The current regime under General Aramburu still 
intends to hold elections in February and to relinquish its power in 
May 1958. However, it is likely that the political situation will 
deteriorate measurably under the stresses and strains of the electorai 
period. In this atmosphere, there is a good chance that military 
elements will become increasingly concerned over the apparent inep- 
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titude of political party leadership, over the deteriorating economic 
situation, over the uncertainty of the electoral outcome, and over 
labor unrest and Peronist subversive activity, and that consequently 
these military elements may act to alter present political plans. 
Nevertheless, we believe there is an even chance that majority 
popular and military sentiment for a return to constitutional govern- 
ment will enable Aramburu to hold elections as scheduled. However, 
if the elections take place and their outcome is unsatisfactory to key 
military elements, there is a better than even chance that the 
military would move to upset the election results. 

9. In any event, without substantial foreign assistance, the 
economic situation seems likely to get worse and thus add to the 


problems of political stability. 





247. Memorandum From Viron P. Vaky of the Office of South 
American Affairs to the Assistant Secretary of State for 
Inter-American Affairs (Rubottom)' 


Washington, December 16, 1957. 


SUBJECT 
US-Argentine Relations 


The attached paper attempts to give some thought to our 
relations with Argentina. It poses two premises—a) that the estab- 
lishment of good relations with Argentina sheuld be one of the most 
important objectives of our Latin American policy, and b) that 
considering the advances we have made in this regard and the fact 
that the present climate is very propitious for this, we must take 
action now to nail this advantage down and consolidate a tradition of 
cooperation with Argentina. 

The suggested courses of action to reach these objectives are 
general and cover both long and short range steps. For summary 
purposes, however, the actions which we can and should take 
immediately are: 

1. Urge immediate consideration, and extension where indicated, 
of additional financial assistance, specifically in transportation and 
pokey the Rio Turbio coal project. High priority should be given 
to this. 





' Source: Department of State, Central Files, 611.35/12~1657. Confidential. 
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. Seek expeditious resolution of the two small, but very irritat- 





N 


, r- tines indicate a desire to continue PL 480 
discussions if they can achieve an increase in the amount of cotton 


Pp Eg heh Diy. pee fled pee d shortly. 
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persons. 

6. Give immediate po and planning to possibility of a 
presidential visit next year, and eee ome interim visits of key 
personalities such as the Foreign if this can be arranged. 


[Attachment]’ 


ARGENTINE-US RELATIONS 


This paper poses certain considerations with respect to our 
policy toward Argentina and suggests certain courses of action in the 
light thereof. 


1. Policy Goals 


It is recognized that in the past certain historical and economic 
factors have tended to prevent. close US-Argentine collaboration. 
These antedated Peron, and will almost certainly continue to exert 
their influence for some time to come. Geographically and historical- 
ly, Argentina has been isolated and isolationist. Placed outside the 
main currents of world events and crises, and richly endowed with 
natural agricultural wealth, Argentina has tended to be a nationalis- 
tic and egocentric nation, covetous of Latin American leadership but 
chary of assumption of complementary international responsibilities 
which do not directly serve her own interests. The US and Argentina 
have parallel and competitive agricultural export economies, and this 
factor has naturally provided irritants in relations between the two 
nations. Most recently, the pro-Axis orientation of the Argentine 
Government during World War II and the rabid anti-US policy of 
Peron during most of his regime clouded US-Argentine relations. 

Conceding the above, the US still has very compelling reasons 
affirmatively to seek to maintain and improve the present state of 
friendly relations between the two countries.: 





* Public Resolution 17, enacted by the 73d Congress on March 26, 1934, required 
that U.S. Government-financed cargoes must be shipped in 100 percent U.S. bottoms, 
but that this requirement might be waived in certain cases. For text, see 48 Stat. 500. 

* Drafted by Vaky. 
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1) By virtually any criteria—size, strategic location, population, 
cultural level, resources—Argentina is one of the most im t of 
the Latin American countries. On this ground alone, eloping 
good relations with Argentina would be in the interest of the US. 

2) By virtue of its importance in Latin America, US-Argentine 

tion is wy oy to hemispheric solidarity; 

3) In the face of the East-West conflict, US-Argentine interests 
coincide far more than they clash. Conversely, Argentina would 

t a tempting target for Soviet tion. 

4) The US would stand to tangible loss of valuable 
Argentine support in the United Nations and the OAS from any 
retrogression in relations. 

>) Argentina’s geographical position and agricultural resources 
conflict." 








of critical importance in the event of another world 


Additional compelling considerations arise from the present situ- 
ation in Argentina. The present climate is most propitious for 
improved relations with us. The Government seems sincerely desir- 
ous of a closer orientation toward the US, and the receptivity for 
such an orientation among the general public and political leaders is 
warmer than in many, many years. The present leadership is trying 
with some success to lead Argentina out of isolationism in interna- 
tional policy and, with less success, away from economic statism. 
The period is certainly one of transition and the US is presented 
with a rare, but passing opportunity to influence attitudes and 
thoughts and to establish a firm tradition of cooperation such as we 
have not enjoyed with Argentina in recent history. 

In these circumstances, it is in the US interest 1) to strengthen 
the tendencies now evident of pro-US, pro-West, moderate demo- 
cratic policies and the elements advocating them by strengthening 
friendly relations with the present regime and extending constructive 
assistance to it in meeting the immediate and serious problems it 
faces; 2) to demonstrate to the Argentine political leaders and the 
people the value of cooperation with us and 3) to firm up these 
tendencies and build a tradition of co-operation which would be 
difficult to reverse and thus lessen the danger of a later shift of 
political policy to an anti-US. orientation. 

I submit that given the present opportunities, the attempt to 
create such a relationship with Argentina should be one of our most 
important goals in our Latin American policy. 


I. Present Situation 


The following factors appear to characterize the recent situation 
in Argentina in the status of US-Argentine relations: 


1) As indicated the present leadership is as sincerely pro-US as 
any in recent history. It is frankly friendly to us and has turned to 
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us for assistance in meeting problems. It desires to cooperate with 
us. 


sisilegh. gos Ulgally to ihe Oh cok Aicpaned > 4 valley of - 


y 
ing going on in Argentina about ats protems centered in 
a ae a “politicos”. 


widespread. 

Tir ccenineunres thsateasie 200 
out of its traditional neutralism. Argentina has in fact begun to play 
a more affirmative role in international organizations, ratified many 
international pacts and otherwise started to swing away from neu- 
tralism. The Government has also sought to move toward freer 
— These trends have been acquiesced in by the 
pu 

5) Such trends however, can > See, oP ae fo Dare arene 
into a firm orientation. Given the tradition of isolationism 
ee ee ee ee ee ee 

6) As Ambassador Beaulac has pointed out, no significant party 
or tical leader has embarked on any anti-US campaign in the 

t electoral period, although it would have been easy to do. 

has been much talk about economic imperialism and exploita- 
tion of natural resources, but this has been largely in an introverted 
Argentine context. Such “m ” have not been identified with 
US policy os Gay aaa wd have been. The result is that there has 
been no anti-US sentiment whipped up and no apparent inclination 
oO gain. 

7) The Government has shown extreme on ge 
to its status as a de facto government and has considered 
unable to make many basic decisions which would have been 
fundamental in dctetiedaiog Argentina’s future orientation. These are 
being passed on to the elected government for decision. 


Most of them will by May have become more acute than they 
are now. The elected Government will have to face up to them and 
cannot evade that responsibility as did the present regime by claim- 
ing it was de facto. Therefore, Argentina will, in a very real sense, 
be at something of a cross-roads after May 1. 

It is probable that any government likely to be elected will be 
more “political” than the present government, more sensitive to the 
old traditions, probably more nationalistic at least in economic 
policies. It is likely also to be less affirmatively friendly to the US, 
and more inclined to examine critically any relationship to us. 
However, whatever may be the sentiments of the leaders of any 
elected government as regards the US, it is certain that they cannot 
ignore their country. Consequently, almost the first task of the new 
government will be, of necessity, to reassess Argentina’s relationship 
to us in the light of their problems and needs, and to decide on 
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economic and international policy orientation (which itself affects 
Argentina’s relationship to us). Therefore the extent to which their 
judgments as to the value of cooperation with this country may be 
influenced either now or in the future becomes very important. 

The deteriorating economic situation will clearly be the most 
significant problem the new government will have to face. Due to 
the criticalness of the economic situation the new government will 
have to show some results and will not be able to temporize or 
muddle through for long. Its choices will be few—either it swings 
toward freer economic policies including greater utilization of the 
resources of private foreign capital or it will try to swing left toward 
greater controls and statism. It will be a painful dilemma, given the 
mystiques imbedded in the Argentine psychology. We may be sure 
that the Communists will try and influence that decision, primarily 
through exploitation of domestic issues by the native Party, and 
possibly through an economic offensive designed to give the Gov- 
ernment an “out” from this dilemma and increase economic orienta- 
tion toward the Bloc. Opinions will differ as to the probability of 
such an eventuality as the latter point, but it seems to me we cannot 
deny Soviet capability of launching such an offensive if it wants to 
nor dare we ignore the possibility that it may want to. 

If this is so, we can well ask, given the short time remaining for 
the Provisional Government, why we should not back off, wait and 
see what type of government is elected and be prepared at a later 
time to step in with help and try and influence the new government. 

The answer to such a question, I strongly believe is that it is 
essential for the US to maintain a frankly friendly policy toward the 
present regime and to continue, and indeed increase to the extent 
possible, tangible help and gestures of support. In fact I believe it is 
particularly important to do this at the present time despite the 
limited tenure of the Provisional Government. This is so because: 


1) The Provisional Government is committed to a pro-US orien- 
tation and is identified in the public mind with such an orientation. 
It has sought our assistance and is likewise identified in the public 
mind with such a seeking. It has favored, at least publicly, moderate 
democratic policies similar to those we would like to see develo 
However ineptly it may have done this and however limi its 
success, it again is associated in the public mind with such . 
Ra By fb Syme BAA. fy 
factors particularly in terms of what we do with —-> Argentine 
problems, is being closely watched by political and military leaders 
and the public in general. To a real degree future judgments = 
may be taken _— vernment are already being influenced 

t events. It said in short, that what we do now 
ve an important fect on the new government by example. 

2) We should continue our support of the Provisional Govern- 
ment in order to maintain the cooperative feeling that has already 














t) and to solidify it as much as possible. 
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Argentines attach a great deal of importance to these matters. In the 
present context, the Provisional Government attaches considerable 
importance to expressions of support for it and in particular is 
anxious for signs of approbation, support and friendship from the 
US. We should not underestimate the value of this element in our 
developing relations. There are several ways of doing something—or 
not doing it—and it will repay us to take pains in how matters are 
handled. While we may be limited in the amount of tangible 
assistance we can extend, we can do something about the psycholog- 
ical element. 

There are concrete examples of this. On the positive side, the 
USAF participation in Argentine Aviation Week was a very effective 
psychological operation.‘ On the negative side, our handling of four 
problems to which the Argentines attach importance—tung oil, re- 
quest for PL 480 cotton, CAB approval of Transcontinental schedules 
to the US, and request for a PR 17 waiver—has not been such as to 
create confidence in our announced intentions of cooperating with 
Argentina. Delays in these matters may perhaps have been unavoid- 
able, and they are mentioned here merely to emphasize why we 


should be alert to avoiding a poor psychological effect to the extent 
that we can. 








ona 2), tiandle ee & sake Se ee ee 
ahaa, Wilaae colina refuse requests, do so with a 
suatnats of tah comsbfaeation and based Spon sonnd 


available protocolary and personal courtesies. Bh 
will , arranging for visits to this country of strategicall ry oe Ane 

and Argentines. Now specifically, consider the feasibility of a 
presidential visit next year. 


* Documentation is in Department of State, Central Piles 711.5635 and 835.424. 
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B. Economic. The economic sector is clearly the most critical area 
of our relations. The need for external assistance is clear, as is the 
Argentine aspiration for help from us. This is also a field in which it 
would appear that we could extend additional help. It is not sug- 
gested that anything we could possibly do would solve Argentine 
economic difficulties. However where there are sound projects for 





immediate study of this matter based upon Am 
Beaulac’s cable. 
importation 
3) Conduct the PL 480 program with due regard for avoiding 


displacement of Argentine of affected products; and con- 
Saw ae any & in Giamaetion With quespective 
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requests to purchase surplus commodities be 
prepared to meet any Argentine request for cotton 

ab eh. t of a sound and productive 
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C. Military. The important and politically influential role which 
the military may be expected to play has been referred to above. 
Considering the fact that the Army particularly had in the past been 
the depository of much rabid nationalism and totalitarian feelings, 
and the present apparent disposition to orient toward the US, it 
seems highly important that we not miss this opportunity to make 
our influence felt among these leaders. 

We should be alert to all appropriate means of encouraging 


cooperation and friendship toward the US, such as training Argen- 
tine officers, protocol visits and similar items. Where the Argentines 
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IV. Recommendations 


A. I recommend that we give immediate thought to what our 
overall approach to Argentina should be in the next year or two, to 
the extent that this is practicable. I believe it important for us to 
formulate consciously and concretely specific coordinated guide- 
posts or “plan” and to avoid to the extent we can handling our 
relations with Argentina on an “ad hoc” basis. 

B. In this connection, I recommend that we give high priority to 
immediate consideration of what steps we might take in the finan- 
cial field, and that Ambassador Beaulac’s recommendation (Embtel 
890) be a point of departure for this. If we are able to do anything 
at all we here should do it very soon.® 





* A handwritten comment on the source text by Rubottom reads: “An excellent 
memo. Thanks.” 

On January 27, 1958, Rubottom forwarded this paper to Acting Secretary Herter 
with a brief covering note summarizing its major conclusion. (/bid,, 611.35/1-2758) 








BOLIVIA 


POLITICAL AND ECONOMIC RELATIONS OF THE UNITED STATES AND 
BOLIVIA’ 


248. Memorandum of a Conversation, Department of State, 
Washington, January 25, 1955* 


SUBJECT 
Bolivia's Plans for Economic Development 
PARTICIPANTS 


Ambassador of Bolivia Victor Andrade 
Assistant Secretary for Economic Affairs Samuel C. Waugh 
Director, Office of International Financial & Development Policy Jack C. 


Corbett 
OSA—John L. Topping 


Ambassador Andrade called at his request, to leave with Mr. 
Waugh a copy in English of “Memorandum I]—Economic Develop- 
ment of the Republic of Bolivia”,’ a study of the present conditions 
of the Bolivian economy, projects for improving and stabilizing that 
economy, and the methods by which it is planned to implement 
those projects. The Ambassador pointed out that there were three 
fundamental objectives of the Bolivian development program: (1) 
Improvement of the mining industry by mechanization and increased 
labor efficiency; (2) development of other sources of foreign ex- 
change, which meant in practical terms development of Bolivia's 
petroleum resources; and (3) increased production within Bolivia of 
the country’s agricultural necessities. There were certain other steps 
which were complementary to these main objectives, such as im- 
proved systems of transportation. Success in this development pro- 
gram would mean the creation of a stable economy in Bolivia. The 
Memorandum discussed in considerable detail and in a forthright 
manner present conditions in Bolivia, the problems and the steps 
which would have to be taken to overcome them. It had been 
prepared by the several agencies of his Government interested in the 





* Continued from Foreign Relations, 1952-1954, vol. tv, pp. 485 ff. 

* Source: Department of State, Central Piles, 824.00/1-2555. Unclassified. Drafted 
by Topping. 

* Not printed. (/bid. 824.00/1-2455) 

















inflation in that country. The Ambassador said that the principal 
cause of the inflation was the fact that costs of production in the 
Bolivian mining industry were greater than the income received from 
the sale of its production abroad. His Government would take all 
possible steps to correct that situation, but in the absence of im- 


Mr. Holland at the Economic Conference at Rio de Janeiro,‘ were 


t the Texas City smelter continue in operation. If that 
smelter were closed, Bolivia would once again be at the mercy of 
what he called the “International Tin Cartel” and would receive 
lower prices for its concentrates, and might even find itself unable to 
sell any tin. The Ambassador was told that the question of the 


of about 160,000 tons per annum during the period when the United 
States was stockpiling. 


‘For documentation on the Rio Economic Conference, November 22—December 2, 
1954, see Forrign Relations, 1952-1954, vol. tv, pp. 313 ff. 
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Mr. Waugh assured the Ambassador that the Memorandum, 
which he found excellent on a cursory examination, would receive 


careful and sympathetic study and consideration by the Department. 











249. Telegram From the Ambassador in Bolivia (Drew) to the 
Department of State’ 


La Paz, April 1, 1955—I11 a.m. 


of living with FSB gloating expectantly in wings. Impossible now 
forecast outcome although situation definitely improved last forty- 
eight hours. While I have placed all US government agencies on 
status our first hand contacts this week with President 
Guevara‘ and other Cabinet Ministers revealed no 
nervousness on their part. | have not considered that either rumors 
or known facts justified any message at this stage which might cause 
alarm. 
Early announcement ot «;.oval pending Export Import Bank 
credits’ would supply strongest available support for Paz regime (see 


Embassy telegram 179, March 29).° 


' Source: Department of State, Central Piles, 724.00/4-155. Secret; Niact. 











to the April 9 celebration of the anniversary of the MNR revolution. (/id. 
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Washington, June 1, 1955. 





Inter-American Affairs (Holland) to the Under Secretary 


of State (Hoover)’ 
To develop a sounder economy in Bolivia under a political 


Proposed Joint Program for Bolivia 
system: of which the United States can approve, by assistance to the 


250. Memorandum From the Assistant Secretary of State for 
The Problem: 


present Bolivian Government and by encouraging that Government 


to take actions and follow policies which we consider desirable. 
is 
miner. 





| : SEES | ers 
Ma ieliie ies 











512 Foreign Relations, 1955-1957, Volume VII 


aid will lessen and cease as a sounder economy is developed, and it 
is in our interest that this take place as promptly as possible. 

The situation is complicated by the presence in Bolivia of a 
radical, nationalistic reform government, enjoying popular support, 
without effective opposition capable of taking power and maintain- 
ing order, made up of diverse elements including some extreme 
leftists but with moderately left of center elements in control. 
Originally tolerant of Communism, the regime has become increas- 
ingly anti-Communist. Originally distrustful of the United States, it 
now appears sincerely friendly. The regime states that it needs and 
welcomes private foreign capital, but there are elements within it 
which advocate degrees of state socialism and state capitalism which 
the United States would find objectionable. 

It is felt that Bolivia should take certain steps at once which 
would promote the development of a sound economy based on 
private enterprise and improve the atmosphere for private foreign 
capital. Those steps have been incorporated in a proposed Joint 
Program for Immediate Action (Tab B),* in which both the United 
States and Bolivia would be expected to participate. The program 
requires the active cooperation of the Foreign Operations Adminis- 
tration and the expenditure of funds under the control of that 
Administration. It has been informally approved by action level 
officials ef that Administration. It is planned to take it up with the 
highest officers of the Bolivian Government, with a view to accept- 
ance in its entirety, promptly upon its approval by you and upon 
Mr. Stassen’s authorization of the necessary actions by the FOA. 


Recommendations: 


1. That you approve the proposed Joint Program (Tab B) 
2. That you sign the attached letter to Mr. Stassen (Tab B)° 








* The proposal was forwarded to the Embassy in Bolivia under cover of instruc- 
tion A-135, June 10. (/bid, 825.00/6-1055) For the proposal, which was adopted 
verbatim, see Document 253. 

> A handwritten notation on the source text by Topping reads: “Pearson says that 
act of signing letter means the program (copy attached to letter) was approved. JLT” 
The letter to Stassen is in/ra. 
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251. Letter From the Under Secretary of State (Hoover) to the 
Director of the Foreign Operations Administration 
(Stassen)' 


Washington, June 9, 1955. 

DEAR HAROLD: In view of conditions in Bolivia, with which you 
are familiar, this Department believes it is desirable to suggest to the 
Government of Bolivia a Joint Program for immediate action. This 
would be done with a view to developing a sounder econ omy there, 
under a political system which we could approve, by assistance to 
the present Bolivian Government and by encouraging that Govern- 
ment to take actions and follow policies which we consider desir- 
able. The minimum initial steps in such a program are set forth in 
the attached outline.’ 

Several of these steps would require the disbursement of funds 
under the control of the Foreign Operations Administration. It is 
estimated that $150,000 should be allocated for the proposed survey 
of the mining industry and the proposed financial mission. The 
additional grant aid which we envisage during this fiscal year 
requires the allocation of $3,888,000 at market value of surplus 
agricultural commodities under the provisions of Title II of the 
Agricultural Trade Development and Assistance Act of 1954, and the 
allocation of $2,099,500 under the provisions of the Mutual Security 
Act of 1954. I understand that these proposals have been discussed 
informally with some of your officers, and that the necessary 
documentation has been prepared for your approval. 

This Department believes that the proposed Joint Program 
should be implemented as rapidly as possible. It will be necessary 
for your approval of the allocation of the necessary commodities and 
funds to be received prior to discussion of the program with the 
Government of Bolivia, but implementation of the additional grants 
would be contingent upon Bolivian acceptance of the Program. 
Accordingly, it would be greatly appreciated if you could give early 
approval to the additional allocations. 

Sincerely yours, 

Herbert Hoover, Jr.’ 





* Source: Department of State, Central Files, 824.00/6-955. Confidential. 


* Not printed. 
Printed from a copy which bears this stamped signature. 
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252. Telegram From the Secretary of State to the Embassy in 
Bolivia’ 








Washington, June 14, 1955—7:47 p.m. 


210. Because proposed joint program includes reference most 
major problems of mutual interest to Bolivian and US governments, 
Department believes your current discussions this program provide 
appropriate occasion refer to US understanding and hope that nego- 
tiations with former owners nationalized mines to fix amount com- 
pensation are continuing satisfactorily. In your discretion you may 
state that although this matter is not a part of joint program, US 
believes that substantial progress on compensation problem would 
improve climate for foreign investment in Bolivia, thereby contribut- 
ing to overall program objectives. 

Dulles 





*Source: Department of State, Central Files, 824.00/6-1455. Official Use Only. 
Drafted by Belton and initialed by Holland. 





253. Agreement for a Joint United States-Bolivian Program’ 


La Paz, June 22, 1955. 


The following program has been agreed upon between the 
United States and Bolivia as a series of measures directed toward 
achieving common objectives. It is not intended to be all-embracing 
nor exclusive of other measures which may later be agreed upon. 

1. Agreement on an engineering, geological and management 
survey of the mining industry by a qualified group of United States 
technicians, with the objective of determining what is needed to 
create in Bolivia a sound mining industry, economically profitable to 
the country, and attractive to private capital. The study should 
include the feasibility of establishing a tin smelter or beneficiating 
plant in Bolivia, and the desirability of a codification of Bolivian 





*Source: Department of State, Central Files, 824.00/6-2455. Official Use Only. 
The source text is a copy of the original which Ambassador Drew handed to President 
Paz on June 22. It was transmitted to the Dvoartment of State in despatch 583 from 
La Paz, June 24. The despatch indicates that “No changes in the text of the Program 
were suggested or agreed to and the President made it clear that Bolivia accepted the 
Program.” 
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mining law. It would be expected that the recommendations of the 
survey would be followed up, with both countries making whatever 
contributions are within their power toward a stable and profitable 

2. Agreement on a commission of United States experts to 
suggest and oversee on a continuing basis a revision of Bolivian 
financial and fiscal structures, with a view to controlling inflation, 
establishing workable exchange rates, installing sound budgetary 
procedures, and utilizing Bolivian credit as efficiently as possible. 

3. Agreement to maintain continuing contact with the Foreign 
Bondholders Protective Council concerning the defaulted bonded 
indebtedness, looking toward the establishment of terms and condi- 
tions leading to resumption of debt service. 

4. Promulgation as promptly as possible of a Bolivian petroleum 
code which will afford a sound and attractive basis for private 
foreign oil companies to invest in Bolivia. 

5. Negotiation of an agreement on investment guaranties. 

6. Issuance of an official Bolivian statement of policies and 
treatment to be accorded private foreign capital, with special refer- 
ence to legislation and regulations pertaining to the treatment of 
such capital. 

7. Strengthening of the Bolivian Economic lanning Commission 
with adequate authority and competent personnel, with a view to 
formulating an integrated National Development Plan and coordinat- 
ing the implementation of that plan. 

8. Negotiation of a contract for tin concentrates for the Texas 
City smelter, for such additional amounts as may be determined to 
be necessary for the operation of the smelter through fiscal 1956, 
when appropriate Congressional action has been taken. Although the 
quantity involved may reach 9,000 tons, only an additional 3,000 
tons can be contracted for at present. 

9. Extension to Bolivia of approximately $6 million additional 
grant aid during fiscal 1955 consisting of surplus agricultural com- 
modities, development items and funds for transportation, sufficient 
to cover Bolivian needs through December 31, 1955. 

10. Continuation of integrated technical assistance, with particu- 
lar emphasis on its usefulness for Bolivia’s economic development. 

11. Continuation and intensification of the Bolivian efforts to 
eradicate the influences of international Communism in that country. 
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254. Letter From the Director of the Foreign Operations 
Administration (Stassen) to the Under Secretary of State 
(Hoover)' 








Washington, June 30, 1955. 


Deak Mr. Hoover: In reply to your letter of June 9, 1955,’ in 
which you propose a Joint Program for immediate action to be 
presented to the Government of Bolivia, this agency shares with 
your Department the deep concern over the development of a more 
sound economy and a stable democratic political system for Bolivia. 
This agency concurs in your proposals for action. 

In reply to specific points set forth in your letter, program 
determination has been made with respect to the $3,888,000 in 
market value of surplus agricultural commodities. 

An additional allocation has already been made under the 
provisions of the Mutual Security Act of 1954 totalling $1,600,000 
for development assistance for the purchase of equipment and 
supplies. These funds are now being obligated through the issuance 
of purchase authorizations. 

The remainder of the funds, which amounts to $499,500 and 
which makes up the total of $2,099,500 allocation referred to in your 
letter, will be required to defray ocean freight charges on the surplus 
commodities mentioned above. 

Part of this freight allocation will be approved prior to the end 
of fiscal year 1955 and the balance, which will apply to surplus 
commodities to be shipped during fiscal year 1956, will be provided 
for from fiscal year 1956 funds prior to scheduled shipment dates. 

The $150,000 allocation for carrying out the survey of Bolivia's 
mining industry and financial and fiscal structures awaits approval in 
early fiscal year 1956. No delay is contemplated with respect to 
organizing Missions to accomplish this work and indications are that 
the International Cooperation Administration will implement this 
program as soon as notification is received that the Bolivian Govern- 
ment accepts the program. 

Sincerely yours, 

Harold E. Stassen 





* Source: Department of State, Central Files, 824.00/6-3055. Confidential 
* Document 251. 
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255. Proposal for the Establishment of a Bolivian Stabilization 
Council’ 





La Paz, September 1, 1955. 
1. It is suggested that the Bolivian Government establish a top 


there be created a new position with Cabinet rank for the Bolivian 
who shall serve as Chairman of this Stabilization Council and that 
the balance of the Council membership be composed ex officio of 
the Ministers of Foreign Affairs, Finance and National Economy and 
the President of the Central Bank (and possibly the Presidents of the 
Corporacién Minera and Banco Minero). Other Bolivian Government 
agencies should be represented on the Council on an ad hoc basis 
whenever subjects of special interest to such agencies are under 


| 


2. The Council should be an advisory body making its recom- 
mendations to the President. 
3. Its function would be to coordinate and supervise Bolivian 


(including credit to government entidades), external credit, customs 
duties and charges, price fixation, etc. 

4. This function would be carried out in two ways: 

a) through proposals on general policies made by the Council to 
mee yo re oe _ 
eS re a en ae Ce See 
ment agencies (however, the Council should have the right to 
consider any issue falling within its general field of interest regard- 
less of such referral). 


5. The constituent agencies should be required to submit to the 
Council, in advance of action or decision: 


a) any significant ons or issues of a specific nature arising 
in their respective ctions, and 
b) any departures from established policies or procedures. 


They should withhold action on such problems until the Council has 
considered them and made its recommendations. 





* Source: Department of State, Central Files, 824.10/9-655. Confidential. Trans- 
mitted to the Department in despatch 107 from La Paz, September 6. 

















as top level advisers to the Ministry of Finance and to 


1955’ 


Guevara Arze, Bolivian Foreign Minister; Eduardo Mendieta Alvarez, 

This meeting was arranged at our request to consider the 
establishment of a Bolivian Stabilization Council as a part of the 
Joint Program which had previously been agreed to. A memoran- 


Bolivian Minister of Finance 


SUBJECT 


The Ambassador; E.A. Gilmore, Jr, Counselor of Embassy; Walter 


member of the American Fiscal Mission and would serve as adviser 
US. Proposal for a Bolivian Stabilization Council 


to the Chairman. He would also have the responsibility of generally 





256. Memorandum of a Conversation, La Paz, September 5, 


dum’ embodying the U.S. recommendations contained in Embassy 





PARTICIPANTS 





"Source: Department of State, Central Files, 824.10/9-655. Official Use Only. 
Drafted by Gilmore. Transmitted to the Department in despatch 107 from La Paz, 








| 
} 
| 
: 
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sufficient dollars to finance its vital development needs plus its 
current consumption requirements. However, the suggestion that 
more government machinery be set up to control financial policy 
would have to be examined with care. 

Concerning the proposed membership, he questioned the need 
for having the Banco Minero represented. He believed that six or 
possibly seven voting members would be desirable, i.e., the chair- 
man, the Ministers of Foreign Affairs, Finance, and National Econo- 
my, the Presidents of the Central Bank and the Corporacién Minera, 
and possibly the President of the Corporacién de Fomento. At this 
point the Minister of Finance disagicca. He felt that the Council's 
main task would be to fix priorities among various developments 
and other expenditures, and that it would hamper its work to have 
the representatives of the spending agencies sitting on the Council. 
He inquired whether Foreign 


pointed out that our provided that any agency would be 
represented on an ad hoc basis when matters in which it had a 


Planning Commission would probably want to be represented. He 
did not express an opinion as to whether this would be desirable. 
Speaking more generally, the Foreign Minister said that from 
the internal political standpoint, the establishment of such a Council 
would be subject to attack. He anticipated a bad time from the 





> Despatch 21 transmitted a memorandum that suggested the establishment of a 


cabinet ministers and heads of pertinent agencies, and include a non-voting US. 
adviser. (/bid ) 














E 
; 
a 
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SS 
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man should be a practical operator, rather than a theorist. The 


proposal until approximately the end of the month. 





* Arthur Karasz, U.N. Financial Adviser to the Bolivian Government. 
*A series of missions led by Professor Edwin W. Kemmerer of Princeton 
University, which resulted in the establishment of central banks in Colombia, Chile, 
Ecuador, Peru, and Bolivia (in 1928), that were to enforce deflation and maintain the 
external See Edwin Walter Kemmerer, Informe Kemmerer y Proyectos 
Ley para la Reorganizacion del Banco de la Nacién Boliviana, y Otros Proyectos (La Paz, Finance 


a 
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257. Letter From the Ambassador in Bolivia (Drew) to the 
Assistant Secretary of State for Inter-American Affairs 
(Holland)' 


La Paz, November 8, 1955. 


attendance at a meeting on administrative affairs in Montevideo, but 
I am convinced that his trip to South America was primarily in 
connection with the proposed Fiscal Mission to Bolivia. In any case, 
at the request of Sefor Oropeza Castillo’ for a meeting, | invited 
him, Martinez Cabafias and Karasz to come to the Embassy that 
same evening for a talk. 

I saw Seftor Guevara on the afternoon of November 4, primarily 


I enclose two memoranda prepared by Mr. Gilmore summarizing 
the conversations which were held with Martinez Cabafias, Oropeza 
and Karasz on November 3 and 5.‘ 

There is no doubt in my mind that Martinez Cabafias came to 
Bolivia with one purpose in mind, namely, to block the Fiscal 
Mission if possible and failing that to convert the Stabilization 
Council into a UN-dominated instrumentality. In our first conversa- 
tion I was naive enough to proceed on the assumption that all of us 
present were imbued with honest good will. Before the conversation 
was over, however, | realized that I was dealing with a clever 
individual who carried a sharp axe behind his back. In the second 





* Source: Department of State, Holland Files: Lot 57 D 295, Bolivia. Official Use 
Only. 

* Gustavo Martinez Cabafias, Deputy Director of the U.N. Technical Assistance 
Board. 

. Oropeza Castillo, Resident Representative of the U.N. Technical 
Assistance Administration. 


‘ Neither printed. 

















Seftor Guevara, who left with the President for the interior on 
of November 5, is only due back today and conse- 
quently I do not know how successful Martinez Cabafias has been in 
his wrecking tactics. I am therefore writing this in ignorance of 
whether the note to us will be sent or not. In any event, however, I 
greatly fear that Martinez Cabafias has at least been successful in 
poisoning the well. There is no doubt in my mind that he has 
planted the seeds of suspicion in the minds of the Bolivians that we 
are attempting to set up an American-dominated super-ministry to 
run Bolivia’s finances. Whether Guevara sends the note accepting 
the Fiscal Mission or not, I fear that serious harm has been done by 
Martinez Cabafias to this whole p-oject. 

I very much want to discuss this problem with you. I am sure 
you can do a lot to help restore Bolivia's confidence in the purity of 
our intentions with respect to her finances. 

Incidentally, this letter has been read and concurred in by Oscar 
Powell’ and Gene Gilmore.° 

Sincerely, 

Jerry 


fie SCORE, Silatier Ue Ceeteeil Congestion, pate of Gitte Aemateee 
airs. 

* A handwritten notation on the source text by Topping to Pearson indicates that 
the Department replied im telegram 90, November 14. Telegram 90 recommended that 
Karasz be designated as an adviser to the proposed fiscal stabilization council, 
reiterated U.S. determination to collaborate with the U.N. technical mission, and 
stated, “In view our primary responsibility Bolivia we would insist that in unlikely 
event conflict between suggestions US and UN advisors our views prevail. This seems 





appreciate 
it, as they apparently do, nature recent actions UN representatives in Bolivia are of 
little significance.” (Department of State, Central Files, 340.3124/11-1055) 
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258. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Under Secretary 
of State (Hoover)’ 





Washington, November 17, 1955. 
SUBJECT 


Proposed $10 million dollar Export-Import Bank loan financing oil 
pipeline in Bolivia 


Bolivian Ambassador that it is the firm policy of our Government 
not to make official loans in the petroleum industry, and that I see 
no hope for the application. On the contrary, Mr. Waugh at the 
Export-Import Bank advises that he is prepared to give consideration 
to the loan, and that he is going to Bolivia with “an open mind.” 
When he and I reach Bolivia on November 25,’ we are going to 
be subjected to rather heavy pressure from the Bolivian Government 
on this loan. Obviously, we should tell the same story. It is my 
understanding that the firm policy of the United States Government 


As you know, the Mexican, Argentine and, perhaps, Brazilian 
Governments would like pipeline loans. 


Recommendation 


That, urgently you arrive at a policy decision in consultation 
with appropriate officials of our Government as regards the position 
that Sam Waugh and I should take when we arrive in Bolivia and 
this proposal is urged upon us. That policy decision should be 
cabled, if possible, to us at one of the missions that we visit before 
our arrival in Bolivia, and as quickly as practical.’ 





"Source: Department of State, Central Files, 824.2553/11-1755. Confidential. 
Prochnow initialed his concurrence and attached a supplementary memorandum, in/ra. 

* This was part of a larger trip to five Latin American nations, November 
17—December 3, 1955. 

> Hoover initialed his approval of the recommendation. 
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259. Memorandum From the Deputy Under Secretary of State 
for Economic Affairs (Prochnow) to the Under Secretary 
of State (Hoover)’ 








Washington, November 19, 1955. 
SUBJECT 
Export-Import Bank Loan Financing of Oil Pipe Line in Bolivia 
— 


This memorandum supplements Mr. Holland’s memorandum of 
November 17 on the same subject. Since Mr. Holland had drafted 
his memorandum before he left, ARA officers with whom the 
problem has been discussed thought it advisable that we forward a 
separate memorandum to you on the subject. 

The problem of oil loans has always been a delicate one for the 
Eximbank. There is no need for such loans in countries where the oil 
industry is operating on a private competitive basis. It is believed 
that this would be true in the present case under these conditions if 
the project is economic. It is only where governments are in the oil 
business that requests for U.S. public loans have arisen. This applies 
both to loans for large projects such as the current one or for 
exporter credits needed in connection with sales of oil field supplies 
and equipment. In addition to Bolivia, foreign governments are in 
the oil business in Argentina, Chile, Brazil, Mexico, France, Italy, 
Yugoslavia, and China. The need of such countries for oil financing 
could easily be almost insatiable, as indicated by a PEMEX request 
several years ago for $473 million. Once a policy were embarked 
upon of making loans to such entities, it is difficult to see where the 
line could be drawn. Reports indicate, for example, that PEMEX is 
about to make another effort to secure a loan and that the Argentine 
Government may be thinking along the same lines. 

Other questions also arise regarding such loans. There is little 
evidence that any government has ever been really successful in 
running its oil industry. If the Government should embark upon a 
policy of making such loans, it would be vulnerable to the charge 


that it was supporting government rather than private enterprise. In 
some countries which have sought but not received such loans, the 


loans would have gone to foreign government oil companies in direct 
competition with private American oil companies. Most governments 
are very nationalistic with regard to their oil resources and some 





*Source: Department of State, Central Files, 824.2553/11-1755. Confidential 
Drafted by Prochnow and Robert HS. Eakens of the Fuels Divisions, Office of 
International Trade and Resources. Concurred in by Robinson 
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governments have actually nationalized their industries. If the U.S. 
Government should show a willingness to support such government 
operations on a large scale, there would be greater danger of nation- 
alization of the oil industry in various countries of the world, both 
to the detriment of the economies of the countries concerned and to 
our own national interest. 

As a result of the foregoing and other factors, it has never been 
the practice of the Eximbank to make loans for petroleum projects. 
Two such loans were made during World War II in exceptional 
circumstances—one a $10,000,000 loan to PEMEX for an aviation 
gasoline plant and some $8,500,000 to Bolivia for refinery and pipe 
line construction. No such loans have been made since. 

The Eximbank has always felt it desirable to have clearly- 
defined policy in this field and at the request of the Eximbank the 
International Petroleum Policy Committee, consisting of representa- 
tives of State, Interior, Defense, Commerce and FOA, endeavored to 
develop such a statement in 1951-52. A copy of the policy statement 
developed by that group is attached as Tab B.? While the statement 
was never formally transmitted to the Eximbank it was generally 
agreed to by all of the members of the Committee and by most of 
the agencies which were represented. 

The essence of the statement is that there is a strong presump- 


tion against U.S. public loans for petroleum projects but that rela- 
tively small loans are not ruled out under exceptional circumstances. 


It is recommended that Bolivia be informed as follows: Oil is a 
field in which private capital is normally available in adequate 
amounts for economic projects where favorable conditions have been 
established for such investment. It is understood that private capital 
may be available for the pipe line project in question. It is contrary 
to Eximbank policy to make loans for projects when private capital 
is available on reasonable terms. In these circumstances there are 
very strong presumptions insofar as the United States Government is 
concerned against the lending of U.S. public funds for petroleum 
projects. Bolivia should therefore endeavor to arrange private financ- 


ing for the project.’ 
*The attachment, “U.S. Government Policy with Respect to Public Loans for 


Foreign Petroleum Projects,” May 14, 1952, is not printed. 
> Hoover initialed his approval of this recommendation 
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260. Memorandum of Conversations Between the Secretary 
General of the Confederation of Bolivian Workers (Juan 
Lechin) and the Labor Adviser of the Office of Regional 
American Affairs (Fishburn), Washington, December 6, 7, 
and 8, 1955 








SUBJECT 

Bolivia 

Mr. Lechin and I spoke together several times during the course 
of the 3 days, including two hours over breakfast on December 7. 
Topics covered included the following: 

(1) Mr. Lechin’s first preoccupation is, naturally, the current 
economic difficulty of Bolivia. This he blames squarely and directly 
upon the United States for reducing the price of tin just after the 
MNR administration came into power. He alleges that this was done 
because of our animosity toward the MNR. Although I tried to tell 
him that tin prices are determined by world conditions of supply 
and demand, he replied that the world price of tin has never been 
below our contract price and he is convinced that for this commodi- 
ty we set the price. My attempts to combat this thinking were 
apparently futile. 

(2) Mr. Lechin takes the initiative in giving the U.S. government 
credit for maintaining and keeping the MNR administration in 
power, with the grant aid which we have given it. He apparently 
sees no inconsistency between this position and the evaluation of 
our tin policy (1). 

(3) Mr. Lechin argued that the United States should pay more 
for the raw materials of other nations than it does. I asked him at 
what point the United States Government or private purchasers 
should stop in price offers if they once depart from world market 
prices, to which he gave no answer. On this specific point he stated 
that we should have paid much more for Bolivian tin and rubber 
during World War Il. I replied that prices were controlled in the 
United States for domestic producers, that the Bolivian producers 
obtained at least as much or more than prewar prices for all goods 
sold in this country and that prices of consumer goods were con- 
trolled in this country and for export. His response was that the 
only time that raw material producers can make good profits is 
during a war, that the United States should take this into account 
and pay much more. He said that, for example, instead of paying 
30¢ per pound for rubber when the previous price had been 25¢, that 





* Source: Department of State, Central Files, 724.00/12-855. Confidential. Drafted 
by Fishburn. 
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we should have paid from $1.20 to $1.50. He added that whereas the 
Government of Bolivia at that time had indicated to the Bolivians 
that it had been very smart in getting 30¢ when the price was only 
25¢, that it had been really stupid. We were the smart ones because 
the price might have risen to more than $1.00 per pound so that in 
getting it for 30¢ we paid less than we should have. | replied that in 
effect he was asking us, at a time when we controlled prices paid 
our own producers and were expending our lives fighting the Nazis, 
to pay the Bolivians more in order that they might enjoy greater 
profits while we waged war. While he resented this way of putting 
the matter, he made no substantive response. In this connection we 
had already agreed that if prices of tin had been increased the 
benefits would not have gone to the Bolivian workers but would 
have increased the profits of the three tin families, which he had 
criticized as being excessive. 

(4) I mentioned to him our labor leader exchange program, 
indicated that it seemed to me to be of some value and stated that I 
would like to have his judgment of it. He replied that their very 
cooperation in selecting the individuals to come here indicated their 
approval of the program. He replied that they would have come to 
be more careful in selecting the individuals since some of them had 
not properly utilized the favor and had been spoiled by coming here 
and enjoying the relatively high compensation while in the United 
States. However, he indicated quickly that we should not reduce our 
per diem. I asked if he thought the program should be continued 
and, if so, how many labor leaders he thought we should be 
bringing here. He suggested that we should bring here approximately 
one group of 6 persons every 2 months. 

(5) Mr. Lechin indicated that the Bolivian Indians are now being 
attracted into the economic and social life of the nation. He stated 
that they are leaving their rural areas and entering the small villages 
and larger towns. This, of course, increases the national demand for 
such items as sugar and wheat which are imported and has further 
aggravated the inflation he declared. I stated that it was clearly 
desirable to raise the living standards of the Bolivian Indians and 
that in order to do this it is necessary to bring them into the 
Bolivian economy. However, I added that at the present time it is 
the United States that is subsidizing this additional food which is 
required for them by virtue of their flowing to the cities and asked 
him to what degree and for how long he thought the United States 
should directly subsidize the permanent improvement in living 
standards of other nations. I emphasized the desirability of raising 
the living standards in the long run and of helping the Bolivian 
Government in doing so and then repeated the basic question 
regarding the degree to which this Government should subsidize this 
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by direct financial aid. He said “That is a good question, but let me 
respond with another.” The United States has been exploiting Boliv- 
ia for the past 50 years. Now do you not think it is time for you to 
compensate us for this exploitation? I asked how we had been 
exploiting Bolivia for 50 years. He replied, through purchasing tin as 
a raw material at low prices and selling manufactured goods to us at 
high prices. I replied that the United States had not bought tin 
directly from Bolivia until World War II but rather that the tin had 
been sold to Britain. He replied that, of course, you (we) buy the 
raw material from Britain and put it into manufactured products and 
then sell them to us at high prices. This led to my discussing with 
him the relationship between prices of raw materials and manufac- 
tured goods. I pointed out that raw material producers in this 
country have the same problems and sometimes the same feelings as 
raw material producers in other countries. This discussion was not 
conclusive and probably its only value was to show his state of 
mind on this point. 

(6) Mr. Lechin indicated that his position had been anti-imperi- 
alist and anti-United States before the U.S. Government granted its 
economic aid to Bolivia and he emphasized the degree to which this 
aid has saved the MNR administration. I asked him what would 
happen if our aid should cease; would he become anti-American 
again? He replied that this would depend upon the reason for the 
cessation. If we had a good overwhelming reason, obviously they 
would accept it graciously. If not, ; he did not clarify. 

(7) Mr. Lechin voluntarily suggested that the MNR administra- 
tion has reduced the influence of the Communists within the COB 
from approximately 50%, which it originally had, to a level of 5% 
today. Within these figures he included both the Communists and 
the Trotskyists. 

(8) We discussed tariffs briefly and he agreed that an adequate 
solution for Bolivia’s basic economic condition includes reductions in 
tariffs, which he stated he had already advocated. 

(9) At various points he emphasized the fact that the Bolivian 
people are “more democratic,” “more politically minded,” etc., than 
any other people. As “proof” he stated that they first read the 
political section of the newspaper rather than the sports and comics 
and that they know whom to elect as their friends when they have 
the opportunity. To further illustrate his point, he stated that the 
American workers in contrast read the sports and comic sections first 
and elected President Eisenhower rather than Stevenson. My re- 
sponse to this was that since the American workers long ago 
achieved the democracy for which the Bolivians are still striving, 
they can pay attention to sports and comic sections rather than 
worry constantly about democracy. 
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(10) I asked Mr. Lechin why he is so interested in the workers’ 
militia, rather than a regular army. He responded that the workers 
overthrew the previous regime with their rifles, that they are still 
intent upon preserving their gains, that they are keeping their rifles 
well oiled and hidden away and that it would not be possible to 
take them from them. He also responded that Bolivia had been 
controlled by a reactionary army throughout most of its history, 
implying that the army is necessarily anti-worker. In this connection, 
he added that the United States has learned how to keep an army in 
a non-political role but that Latin America has not. 

(11) He referred at one point to the subhuman living conditions 
of the Bolivian miners. I asked if he meant the miners in small 
mines or in all of them. He replied that he meant all miners. | stated 
that I had visited the Sigio XX tin mine and that while | found 
living conditions poor, I did not feel that they could be classified as 
subhuman. He replied that the better living conditions I had seen 
applied to only 3 or 4,000 out of many more, and that miners could 
work only 2 or 3 years in the tin mines without injury to their 
health. 

(12) I referred at one point to the transition of the MNR from 
an anti-capitalist Party before achieving power, and to its present 
position of accepting some private investment. He replied that 
neither he nor the MNR had ever been anti-capitalist, and that if I 
could quote him as ever having been, he would retire from political 
life. He also emphasized the desire of the Bolivian Government to 
attract private capital into Bolivia, mentioning McCarthy's invest- 
ment’ in the oil industry. I indicated that it did not seem likely to 
me that the Bolivian Government's policies thus far were such as to 
attract the private capital of the more responsible character and on 
the scale needed. He responded that the Bolivian Government did 
not regard Mr. McCarthy as an adventurer. He added that it was up 
to the Department of State to help attract private capital to Bolivia. I 
responded that investors will weigh the risk factor for themselves 
and that I did not think it likely that the Department would have 
much success in persuading individuals to invest in other countries. I 
added that sometimes investors come to us for further information, 
in which case they might be discouraged if conditions are poor. 
However, the positive measures needed to induce capital investments 
are up to the local government. 





* Reference is to the oil concessions in Southern Bolivia, which the Bolivian 
Government granted to Glen McCarthy, a US. citizen of Houston, Texas; documenta- 
tion pertaining to the McCarthy concession is ibid, 811.05124. 
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(13) In our first conversation, Mr. Lechin indicated to me that 
he had talked with Mr. Reuther’ and Mr. Benedict‘ of the CIO. I 
asked if he intended to attend the AFL-CIO Convention and he said 
he had made no arrangements. [Following this conversation, I in- 
formed Mr. Romualdi, Latin American Representative of the AFL, of 
my conversation with Mr. Lechin. In response to Mr. Romualdi’s 
question, I suggested that I believed that Mr. Lechin would like to 
attend the Convention and that I thought the invitation would be 
useful. Mr. Romualdi then informed me that he would arrange to 
have Mr. Lechin attend the Convention, which he did.]° Immediately 
following his attendance at the Thursday morning session of the 
combined AFL-CIO Convention, I spoke to Lechin as | accidentally 
encountered him outside the convention hall. Mr. Lechin, I learned, 
had been introduced to the Convention and I believe he was rather 


(14) On Wednesday morning Mr. Lechin voluntarily referred to 
a newspaper headline which had come out on the previous afternoon 
(Tuesday) on the murder of a Negro leader in Texas and remarked 
what a shame it was. I indicated that I had not had a chance to read 
the account and that until the facts were known would be reluctant 
to say anything. In our Thursday meeting following his attendance 
at the Convention, I stated that more recent accounts indicated that 
the cause of the Negro’s murder had not yet been determined. | 
added that present accounts indicated that he had had personal and 
family difficulties and that, of course, I strongly hoped that the 
murder had not taken place on account of race. He agreed. 

(15) Mr. Lechin stated that he had entered government service 
poor, and that he would leave it still poorer. 

(16) I expressed some skepticism concerning miner control over 
the tin industry, indicating that worker control through cooperatives 
in the United States had not worked well, and that naturalization 
[nationalization] of the mines in Britain and petroleum in Mexico had 
not worked well. He replied that worker control over Bolivian tin 
mines is essential, that it has already led to greater self-sacrifice by 
Bolivian miners and that the Bolivian miners understand the basic 
problems. I referred to the fact that President Paz had to go to the 
mines to ask the miners to resume work sometime ago, which he 
seemed not to remember. 

(17) I stated that I presumed that Mr. Lechin had received our 
offer of a travel grant in this country if he would like to avail 





> Walter Reuther, President of the Congress of Industrial Organizations Division 
of the American Federation of Labor. 

* Daniel Benedict, Director of Education of the Inter-American Regional Organi- 
zation of Workers. 

* Brackets in the source text. 














Bolivia _ 531 





himself of this opportunity. He responded that he did not have time 
for this as he must return to Bolivia. 

(18) Our final parting ended with my expressing hope that the 
mutual cooperation of the two governments would resolve the basic 
economic problems of Bolivia. He referred to the fact that this was 
more our problem than theirs, with which I disagreed. However, it 
was apparent that he maintained his original position. 

Comments: 


Our conversations were cool but calm on the first two occa- 
sions. However, he openly interpreted my questions as indicating a 
basically unfriendly attitude, to which I simply replied that in view 
of our short time together I had to ask difficult questions, which I 
would rather not do, in order to understand the situation. Following 
his attendance at the Convention he seemed more relaxed. While we 
did not part on a warm basis we were at least smiling. 





261. Memorandum by the Assistant Secretary of State for 
Inter-American Affairs (Holland)' 


Washington, December 12, 1955. 
SUBJECT 


Notes on Problems in Countries Visited 
Bolivia 

1. Arica Pipeline 

The project to which the Government attaches highest priority 
at this time is the proposed pipeline to carry petroleum for export to 
Arica. We agreed that the Embassy would participate in a study 
covering the cost estimates of the line, the economics of its operation 
and such alternative methods of financing as are under consider- 
ation. We pointed out clearly to the Bolivians that they could not 
expect Export-Import financing, for that would violate the estab- 
lished policy of the United States Government. 

2. Possible Export-Import Financing—The Government is interested in 
financing of power plants. It is also intensely interested in the 





* Source: Department of State, Central Files, 110.15-HO/12-1255. Confidential. 











532__ Foreign Relations, 1955-1957, Volume VII 


construction of two highways establishing connection between the 
Beni agricultural amd ranching area in the northern part of the 
country and the Altiplano. 

There are two private financing applications pending. One is for 
a Grace’ Cement Mill and the other is for the lead operation 
identified as Metabol. 

3. Mining Mission—Representatives of United States engineering 
firm’ which is to review the mining industry in Bolivia should be 
arriving there about this time. 

4. Financial Mission—We agreed with the Bolivians that Karasz of 
the United Nations would have the role of adviser to the Stabiliza- 
tion Council. This seemed to eliminate the dispute as to the role of 
the United Nations. It is very important that we find a capable man 
to head up the United States advisers to the Council. 

5. Brazilian Oil Concessions—The President of Bolivia earnestly 
asked our help in persuading the Brazilians to terminate the agree- 
ment under which they have the right to participate in the develop- 
ment for petroleum production of a large area in eastern Bolivia. He 
argued that the Brazilians are unable to develop their own territories 
and clearly are unable to engage in activities abroad. 

6. ICA Mission Chief—Mr. Powell will be leaving Bolivia in the 
Spring. This is the largest ICA program in Latin America, and it is 
imperative that a capable man be found as a replacement. 

7. Presidential Succession—The President outlined his views regard- 
ing the forthcoming elections. They are reported in a separate 
memorandum. 

8. Termination of Tin Purchases—We told the Bolivians that they 
must prepare for the termination by the United States of operations 
of the Texas City Tin Smelter. They seemed to take the news 
philosophically. We must give thought to preparation of public 
opinion there for the disclosure of this decision, if that proves to be 
the course that the United States follows. 











* W.R. Grace and Company. 
* Ford, Bacon and Davis, Inc. 
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262. Despatch From the Ambassador in Bolivia (Drew) to the 
Department of State’ 





No. 349 La Paz, January 27, 1956. 


SUBJECT 
Bolivia; Conversation with Hernan Siles Zuazo, presumptive President of 


Opposed as I am to lengthy despatches, I fear that this will be 
an exception to my rule, as it summarizes my first conversation with 
the Vice President of Bolivia, Seftor Hernan Siles Zuazo, since his 
nomination as the candidate of the MNR Party for the Presidency of 
the Republic and, barring unforeseen developments or acts of God, 
the presumptive President of Bolivia beginning August 6 of this 
year. 

Setting 

[Here follows discussion of Bolivian political history.] 
Presidential Successi 

Siles said that he had recently done everything in his power to 
prevail on Paz Estenssoro to seek a new term in office. He had 
suggested that the President go abroad now to regain his health, 
leaving Siles as Acting President or that as soor as Paz was re- 
elected he leave for six months or a year while Siles held down the 
Presidency awaiting his return. The President had objected on the 
grounds that it would not be sufficient time to regain his health. 
Regretfully, said the Vice President, he had finally consented to be 
the Party candidate. He said that, nevertheless, during the course of 


the recent Convention of the MNR Party in La Paz, he had five 
times in writing withdrawn as a candidate. 


Party Politics 


The Vice President repeatedly said that he was not going to 
occupy the Presidential chair but rather an “electric chair’. He 
repeatedly expressed doubts that he would ever take office on 
August 6... . Senor Siles’ principal preoccupation is with the 
inflationary processes and the declining rate of the boliviano, which 
he expects to reach 6000 to one dollar by next May. He said that he 
feared that this would accentuate inflation, inspire Communist and 
radical elements to redouble efforts to take power and cause pressure 


to come upon the present regime to go left. 





* Source: Department of State, Central Piles, 724.12/1-2756. Confidential. 
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ities Ain 

The Vice President said that economic aid from Europe was a 
myth, help from Bolivia’s neighboring countries an impossibility, 
and assistance from the Soviet Union even more remote. He said 
that if foreign assistance, obviously from the United States, was not 
forthcoming, the inflationary process would bring about the down- 
fall of the present liberal, democratic regime inevitably to be fol- 
lowed by a Communist Government which within a matter of weeks 
or months would in turn be overthrown by a combination of a 
rightist and military forces which would destroy all the democratic 
progress made by the MNR and which would have to turn without 
fail to the United States for a more expensive aid program than the 
current one. He mentioned the Castillo Armas Government in Gua- 
temala as the type of regime he feared. 

Senor Siles said that he was going to make a speech on February 
2 which would constitute a statement of his platform for the future 
In fact, he read to us lengthy excerpts from his proposed speech 
which were not particularly impressive as they dealt mainly with 
agricultural production, health conditions, the birth rate, etc. 

He admitted that Juan Lechin and the COB would control a 


majority of the members of the forthcoming Congress as they had 
the recent Convention. He said that he nevertheless was not going to 
be a puppet of Lechin and the COB. He intended to write to Nuflo 
Chavez, the nominee for the Vice Presidency,’ and Lechin and lay 
down his terms for the future. If they were not accepted, he would 
reject the nomination before his February 2 speech. 


Foreign Policy 

The Vice President could not have been more emphatic and 
convincing in his repeated affirmations of friendship for the United 
States and his intention to continue the policy of the present 
Administration of close economic and political collaboration with the 
United States. He assured us that he would carry out the letter and 
the spirit of the new Petroleum Code and the recently adopted 
regulations, would continue the Investment Guaranty Program, 
would support and encourage the present Mining Mission, etc. He 
expressed his highest regard for the Technical Assistance Program 
and his resolve to support and cooperate with it. 





* He was then Minister of Rural Affairs. 
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External Debt 


In response to a question by Mr. Powell, the Vice President said 
that he was anxious to restore Bolivia's international credit by 
finding some device, such as a loan on the Mathilde Mine or 
through payment of profits from the coffee industry, to make at 
least token payments on the foreign debt. He realizes that it was a 
black mark for Bolivia and precluded any possible aid from the 
World Bank or the International Monetary Fund. 

Oppositi 

The Vice President blamed most of the corruption by Party 
members to the lack of an Opposition in the present Government. 
He stated emphatically that he intended to encourage an Opposition 
in Congress, to maintain a free press and to refrain from imprisoning 
political opponents. 

Fiscal Mission 


When I suggested that the establishment of the Stabilization 
Council with American technicians in the role of advisers might do a 
lot to check inflation, the Vice President expressed his concurrence 
in the proposed Fiscal Mission, but warned that it would become a 
weapon of the Opposition, particularly Communists, to attack the 
United States on grounds that it was intervening in the internal 
affairs of Bolivia. Mr. Powell and I made it plain that we did not 
take too much stock in this position. 


Personnel 


Seftor Siles spoke glowingly of Barrau the new Foreign Minister 
and mentioned Sefior Guisbert, a prominent local businessman, as 
one of his principal advisers. He attempted a defense of members of 
his Planning Board who are at the very least, ex-Communists, 
Messrs. Dujovne, Rangel and Fossati. I fear Mr. Powell and I looked 
unimpressed. 

On various occasions throughout the course of our two-hour 
conversation, Mr. Powell and I emphasized as strongly as we could 
the necessity for creating a favorable climate for foreign investments. 
We also elicited from Siles assurances that he was in favor of free 
enterprise and opposed in principle to “statism”. We pointed out 
that it was the spirit rather than the letter of laws which influenced 
final decision of foreign companies about investments abroad. Mr. 
Powell made a strong plea for proper treatment of industry. Sefior 
Siles expressed complete concurrence with our position. We pointed 
out that drastic public statements along Marxist-Socialist lines by 
people like Lechin could be turned against Bolivia's interests even to 
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the point of reducing or stopping our aid. When I mentioned to the 
Vice President that I expected soon to invite Lechin for a luncheon 
meeting, he endorsed the idea and said he would like to be present. 
Conclusi 

Nothing the Vice President said was out of character as I know 
him. He reaffirmed my opinion of him as a sincere, well-meaning, if 
somewhat naive, idealist. I am satisfied that he is quite sincere in his 
affirmations of friendship for the United States and his intention to 
continue the policies of the Paz Administration, in particular with 
regard to close collaboration with the United States. As for his 
declarations of intention to take a firm and independent stand 
toward Lechin and the COB, I fear that he will find himself playing 
the role of a David against a Goliath. However I confess I had not 
been aware of the mystique in his character which prompted him to 
make repeated references to the Presidency as being an electric chair, 
to express doubts that he would ever take office if inflation were 
not checked, to the statement that he would be strung up from a 
lamp post like Villarroel or the possibility that if all else failed that 
he would emulate Vargas and put a bullet in his brain. 

When the Vice President repeatedly stated that he was “alone 
against the wall”, I tried to encourage him by assurances of moral 
support. While the Vice President seemed self-assured and confi- 
dent, the actual words he used were startling, to say the least. 

Mr. Powell and I believe that the Vice President is a man 
imbued with genuinely friendly sentiments toward the United States 
and with honest intentions to carry on the work of his prospective 
predecessor. We are confident that if he does take office, we will 
have in Hernan Siles Zuazo a well-meaning, genuine friend who will 
look to us for moral and material aid and who will seek and be 
guided by any reasonable recommendations we may have to make in 
such fields as foreign investments, technical assistance, etc., wherein 
we have a legitimate concern. 

I believe that the Vice President is and will try to continue to be 
a genuine Bolivian patriot who will reject any form of Marvxist- 
Communist ideology and will endeavor to do his best for Bolivia. 

Gerald A. Drew 
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263. Memorandum From the Officer in Charge of West Coast 
Affairs (Siracusa) to the Director of the Office of South 
American Affairs (Bernbaum)' 





Washington, February 2, 1956. 
SUBJECT 
Suggestion for Diversifying Bolivian Policy 


In connection with the suggestion that periodic congressional 
briefings on the Bolivian situation and on our policy toward that 
country be arranged, the following recommendation is submitted as 
a means of diversifying our policy so that we do not rely entirely on 
the hope that something beneficial will develop out of our support 
for the MNR. 


Recommendation: 


That we adopt and put into effect a line of action with respect 
to the Bolivian Army for the deliberate purpose of seeing the formal 
military so strengthened that there would be some responsible body 
from which leadership might emerge should political chaos come to 
Bolivia through a collapse of or an unfavorable reorientation of the 


situation deteriorate against our interests. 
Concrete types of action which might go into the execution of 
such a policy would be: 


1. Strengthening our Military Mission activities. 
2. Increasing programs for training of Bolivian officers in the 
United States. 


3. C grant military aid for Bolivia in order to provide 
rejuvenating tary with the strength required for internal securi- 
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* Source: Department of State, Central Piles, 611.24.2-256. Secret. Also addressed 
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Discussion: 

It is my understanding that our policy toward Bolivia is based 
roughly on the following: 

We are aiding Bolivia in an effort to prevent economic collapse. 
At the same time we are trying to encourage the MNR regime to 


adopt policies and programs which will eventually enable Bolivia to 
stand on its own feet without outside aid. We hope in the process 





to put Bolivia back on its feet, we will also be able to influence it in 
a healthy way. 

Even though it involves calculated risks, this policy is probably 
the best that could have been devised under prevailing conditions. 
And, so far, it has appeared to work well enough. A government 
which was leftist and anti-US. at its inception has, probably in great 


its own situation, however, and as it has become more moderate, 
cleavages have been intensified between its moderate and middle 
elements and its own far left wing. At the moment, too, the latter 
appear to be emerging as the strongest faction. While it is possible 
that the next government will, like the present one, move toward us 
even though the initial outlook may appear bleak, the situation will 
not be the same and we cannot count on it. Therefore, even through 
it now appears that Siles, a moderate, will be President, the Lechin 
group will probably dominate the MNR, the Congress and possibly 
the government. This could produce problems serious enough to 
weaken the MNR regime, even disastrously, or could so alter its 
character that U.S. policy would have to be reappraised. Thus, we 
could be faced with a situation wherein achievement of our objec- 
tives, in whole or in part, could gradually or suddenly be precluded. 

What would we do, for example, were the MNR to collapse 
through internal dissension or split factionally to such an extent as 
to virtually become inoperative? What would be the prospect in 
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terms of our interests should the leftists in the MNR gain control 
and act in such a way as to cause us to withdraw our aid? What if, 
in this case, aid from unfriendly quarters should be sought and/or 
obtained? I don’t think our present policy contains answers to these 
questions even though I assume that in given circumstances we 
might try to generate OAS action on the Bolivian problem or, in the 
extreme, take covert unilateral action of one kind or another. 

It appears so far that we have been putting our energies into the 
formulation and application of the policy we have, and have not yet 
developed alternatives or something in the way of secondary insur- 
ance. Such insurance might be provided if there were an organiza- 
tion or agency in Bolivia which might act as a balance and, having 
the right capacity and orientation, be able to step into the breach in 
extreme circumstances. 

The only organization in Bolivia which, if strengthened, might 
be able to take the kind of action required is the Bolivian Army. 
While the Army normally has such a function in Latin America, the 
Bolivian Army is probably not capable of performing it because of 
its inherent weakness and the added fact that it is now counterbal- 
anced by a civilian militia which probably has greater capacities than 
it has. This would almost certainly be the case if the armed police 
(carabineros) did not support the army. It seems consistent to 
suggest, therefore, thal we expand our policy toward Bolivia by addition of a 
firm aim to see the formal military forces strengthened so that there would be some 
responsible body with strength from which leadership might emerge should the 
MNR regime collapse or become unfavorably reoriented from our point of view. 

Were we to adopt such a policy the possibility would have to 
be accepted that at some point a rejuvenated military might attempt 
to take matters into its own hands, with violence to the hope we 
have of seeing a gradual emergence of democratic practices in 
Bolivia. However, in the Bolivian context and especially in view of 
the degree of democracy which has historically existed or appears 
remotely possible in the foreseeable future, this possibility must be 
accepted. The fact that should need arise under present circumstanc- 
es, there appears at present to be no responsible body capable of 
filling a void there seems to me to be the compelling element. In 
such an eventuality, not necessarily remote, possibly greater violence 
to the hope of democratic evolution would be done. 


To act on the lines recommended in Bolivia we would face the 
formidable problem of doing so without causing the government to 
suspect or believe erroneously that we were trying to build up a 
fore~ which would eventually take over there. This would largely be 
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a problem of tact, timing and approach; a problem which we already 
face to a more limited extent in the OCB expressed aims of (1) 
bringing about a reduction in size and influence of the civilian 
militia and (2) getting the Bolivian Government to increase its 
reliance on the formal armed forces. Essentially, what is recom- 
mended is an expansion and intensification of point (2) above. The 
need to do so arises basically from the fact that the Army in Bolivia 
is probably incapable of performing the traditional Latin American 
Army function of stepping into the breach left by political and social 
upheaval, acting as a balancing factor and binding force until such 
time as relative stability can be reformed through the traditional 
political structure. 











264. Telegram From the Acting Secretary of State to the 
Embassy in Bolivia’ 


Washington, March 15, 1956. 


268. Joint State-Defense-ICA message. You are authorized dis- 
cuss with President Siles proposed program (paragraph 39d Bolivia 
1290d paper’) strengthen Bolivian Army. You may state US prepared 
at this time assist Bolivia obtain small arms and training or Presi- 
dent’s escort battalion approximately 550 men. FYI only recommen- 
dations your despatch 413 February 7° broader program under 


‘Source: Department of State, Central Files, 724.5/2~757. Secret. Repeated to 
Panama for CINCARIB. Drafted by Sayre and William T. Briggs and initialed by 
Bernbaum. 





recommended provision of “end item grant aid in the form of individual weapons to 
one battalion-sized unit (the President Escort Regiment.)”’ 

* There is no despatch of February 7 numbered 413. Despatch 412 of March 6, 
however, is the report and recommendations of the country team with reference to 
the OCB analysis of internal security in Bolivia. (/bid., Central Files, 724.5/3-656) 
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consideration here. However action herein contemplated authorized 
in paragraph 39d and considered within scope your recommenda- 
tions. Since we have no military assistance agreement with Boliv- 
ia . . . in order avoid 1) possible accusation US intervention and 2) 
criticism by other LA countries which likewise do not have agree- 
ments and have requested but not received grant aid (End FYI) we 
suggest Bolivia buy under Section 106 Mutual Security Act‘ list 
equipment we would propose for this battalion approximate cost 
$119,915 and request (also under 106) training Army’s ZI and Canal 
Zone schools about $157,440 for key personnel this battalion and 4 
US mobile training teams provide training in Bolivia. Requests for 
equipment and for training would be made separate notes. Since we 
recognize Bolivia in present situation should not be encouraged 
devote foreign exchange military purposes, US for its part in devel- 
oping grant economic program would take into account any increases 
required by effect purchase this equipment on Bolivia’s dollar for- 
eign exchange position. FYI only we desire avoid commitment re- 
quiring US match dollar for dollar foreign exchange [if] Bolivia 
utilizes purchase military equipment we suggest. Since US support- 
ing Bolivia FY 1957 extent some $28 million and considering Bolivia 
has unilaterally spent $185,000 for F-51 and C-47 military aircraft 
recently we believe Bolivia should be willing accept general assur- 
ance US will provide if necessary adequate dollar support compen- 
sate military expenditures this program. End FYI. 

If GOB concurs, Army Mission would assist implementation 
program. 

We recognize proposed program might be politically infeasible 
Siles accept or he may desire different type assistance or timing. We 
are prepared consider any proposal Siles may have which would 
achieve our ger<cal objective strengthen Bolivian Army as opposed 
militia. Considering our relations other LA countries we consider 
best method financing that outlined above. 

Herter 





* Reference is to P.L. 665; for text, see 68 Stat. 832. 
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265. Memorandum of a Conversation Between the Bolivian 
Ambassador (Andrade Uzquiano) and the Deputy 
Assistant Secretary for Inter-American Affairs (Lyon), 
Washington, July 22, 1956’ 


SUBJECT 
Comments by Bolivian Ambassador on Various Inter-American Matters 


During lunch today, the Bolivian Ambassador commented on a 
number of diverse matters: 


Visits of President of Bolivia 
The Ambassador said that he had just heard that the President 
of Bolivia would make a visit to Colombia. This will follow a 


scheduled visit to Ecuador and the visit of the President of Chile to 
Bolivia August 6. 


Communists 


After my reply to the Ambassador's inquiry with regard to my 
views concerning the Communist Party in Chile, I asked about the 
situation in his country. He said that they had no worries about 
Communists in Bolivia at the present. In fact, it was his theory that 
if the United States did not oppose the liberal elements in South 
America, the Communists would not constitute any danger in the 
Western Hemisphere. In the first place, according to the Ambassa- 
dor, the Latin Americans are too individualistic, and they are too 
nationalistic. Before World War I, the European influence in Latin 
America was so great that leading writers, such as Conrado Gallardo 
and countless others, said that the weak feature of Latin America 
was the Indian population and that this would have to be replaced 
by Europeans. This theory was now a dead letter and the Latin 
countries were proud of their Indian heritage and truly American 
traditions. They would never tolerate domination from abroad. 

I said that, in my opinion, however, the Communists could 
cause a good deal of difficulty in places such as, for example, Haiti, 
where one had a very critical economic situation plus the racial 
problem. The Ambassador said not even here there would be diffi- 
culty if we realized that the majority of the populations in Latin 
America for years had lived in an unfortunate economic situation. 
This had nothing to do with the United States. They had seen the 
rich living in luxury equal to anywhere else in the world, while the 
masses had been extremely poor. Naturally, the masses wanted to 





‘Source: Department of State, Central Files, 720.00/7-2255. Confidential. Drafted 
by Lyon. 
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change this and were on the way toward doing so. The vested 
interests, in their attempt to preserve their own situation, frequently 
pointed the finger at those national leaders who were seeking to 
improve the condition of the masses, labeled them Communists, and 
thus sought to obtain United States support against these legitimate 
national movements. The problem, the Ambassador admitted, was a 
very delicate one, and it is one which we must handle very carefully. 


Communist Literature 


In answer to my inquiry as to whether the Communists were 
pumping quantities of propaganda into Bolivia, the Ambassador told 
me that the Minister of Education of Bolivia* had told the Ambassa- 
dor that the Minister had built up a library of fifteen hundred 
books, all of which he had received gratis from the Communists. 
About half of them were sheer propaganda, and about half of them 
were ordinary books well printed. | asked whence they came and 
how they were distributed, and the Ambassador replied that they 
came in the ordinary mails, presumably from the USSR or other 
countries. 


Argentina 

The Ambassador believes that Peron will finish his term as 
President. However, he thinks that Peron’s powers have been con- 
siderably limited and the Army will control him, but they will not 
put him out. Furthermore, in the Ambassador's opinion, the opposi- 
tion in Argentina could not be worse organized; it is hopeless, he 
feels. 


US. Policy for Latin America 


The Ambassador feels that the US policy so far as South 
America is concerned is piecemeal. In his opinion, we have never 
planned a long-range policy but merely tackled problems when they 
arose. He thinks the day has passed when the United States can 
afford this. He recommends that we prepare a long-range western 
continental policy. | pointed out to him that, in my opinion, consid- 
erable progress had been made through the creation of the OAS and 
our whole inter-American system. He agreed that if one compared 
the situation today with that of twenty years ago, much progress 
had been made, but he feels we could go much farther. | said that 
certainly one of our policies was an attempt to act as one of twenty- 
one states in conjunction with them. The Ambassador said this was 
quite impossible. It is really the United States on one hand, and 





* Fernando Diez de Medina. 
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twenty states on the other, and they all realize this. He said that in 
our long-range policy, there might be certain things that the Latin 
American countries would not like but that we should go forward 
with them, in any event. For example, Venezuela; her Government 
was a dictatorship which was maintaining itself by force: elaborate 
barracks, the most modern armament, etc. It was not, however, the 
people’s will that Perez Jimenez continue in power forever. We have 
ways of letting the Venezuelans know that this is not in the 
American tradition. 

Armaments 


When the Ambassador referred to the subject of Venezuelan 
armaments, I told him that one of the things that worried me was 
the inter-American race for armament. He said we should call a 
conference to deal with this; that at this point there was no need for 
rivalry among the various American Republics. We should tell the 
American Governments that the frontiers were now fixed, that there 
would be no more frontier squabbling, and that we would guarantee 
the present frontiers. Then all :hat would be necessary would be a 
continental defense force. In the Ambassador's opinion, that should 
be a coordinated defense force with a unified command. He said that 
most of the Latin American countries, if they knew we favored this, 


would support it strongly. 





266. Memorandum of a Conversation, Embassy Residence, 
Panama City, July 23, 1956’ 


PRESENT 
The President’ President-elect Hernan Siles Zuazo 
The Secretary of State Foreign Minister Barrau 
Asst. Secy Holland Ambassador to the United States 
Mr. Maurice Bernbaum (OSA) Victor Andrade 


President-elect Siles Zuazo expressed the gratitude of the Bolivi- 
an Government and people for the aid that Bolivia has received from 
the United States. He pointed in this regard to the great advances 





'Source: Eisenhower Library, Whitman File, International File. Confidential. 
Drafted by Bernbaum. 

* President Eisenhower was in Panama City for a Meeting of the Presidents of the 
American Republics, July 21-22, 1956; see vol. vi, Documents 109 ff. 
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made as the result of United States assistance in education, the 
eradication of disease, particularly infant mortality, and in the diver- 
sification of agriculture and industry. Bolivia does not want to 
depend indefinitely on the United States taxpayer, he continued, 
stating that he believed that if the United States could increase the 
amount of its annual contribution during this time of crisis it would 
result in an over-all shortening of the period during which Bolivia 
would have to depend upon the United States. 

The aid which Bolivia receives from the United States is of two 
kinds—for the assurance of at least the subsistence of its population 
during a period of severe economic difficulty and for the simulta- 
neous diversification of the Bolivian economy, Siles said. It would be 
better if this fact were clearly recognized and announced, he added. 

President-elect Siles pointed out that the aid which the United 
States has extended to Bolivia has established certain well-defined 
advantages. One such advantage has been the refutation of thirty 
years of propaganda to the effect that effective cooperation cannot 
be brought about between a “progressive” government such as 
Bolivia's and a government like that of the United States, he said. 
The demonstration of democratic processes in the recent Bolivian 
election, where all people voted for the first time, including illiter- 
ates, must also be considered a concrete product of our aid program, 
according to Mr. Siles. The result of the voting, he said, showed 
overwhelming support for the Government. Moreover, he continued, 
the Communist Party produced such an infinitesimal vote as to 
make it certain that it will be unable to exert any effective influence 
on the Govermment of Bolivia. 

Mr. Siles added that United States aid to Bolivia is demonstrat- 
ing that through such programs real and measurable results may be 
achieved in raising the living standards of the country’s three million 
people, who live in one million square kilometers of national territo- 
ry. 

President-elect Siles then referred to Bolivia's difficult problems, 
noting that the country is overwhelmingly a mining country, de- 
pending on the sale of tin for most of its foreign exchange. The 
recent downward fluctuations in the price of tin have had serious 
consequences, and an added depressing factor has been the decision 
of the United States to terminate the operation of the Texas City 
smelter, leaving Bolivia with only one market for its tin, i.e. Eng- 
land, he continued. Mr. Siles said that in this situation British 
buyers would be able to contract for Bolivian tin at less favorable 
prices than heretofore, because of the cessation of United States 
purchases. 

He was also concerned about the recent termination of a GSA 
contract for the purchase of wolframite, and the imminent expiration 
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of the remaining such contracts for United States Government pur- 
chases of this ore. This will mean a loss of some $3,000,000 annually 
to Bolivia, as well as serious unemployment, he said. 

President Eisenhower expressed his appreciation for President- 
elect Siles’ statements or: the importance of United States assistance 
to Bolivia. Addressing hii*«<lf to Mr. Siles’ specific points, President 
Eisenhower said that it would not be feasible for the United States 
to continue purchases of Bolivian tin and tungsten because stockpile 
requirements for both metals have already been exceeded. As to the 
Texas City smelter, the President pointed out that it is an inefficient 
smelter whose operation on a commercial basis would be impractical. 
He expressed doubt that Bolivia’s future best interests lie in contin- 
ued reliance on tin and tungsten, and said that it would be best for 
both countries to look for other ways to find solutions of Bolivia's 
problems. He assured Mr. Siles of our continuing and keen interest 
in the welfare of the Bolivian people. With respect to the develop- 
ment of other means whereby the United States might assist effec- 
tively, the President referred to the proposal which he had made in 
his speech to the other Chiefs of State in which he had recom- 
mended that each President name a special representative to study 
the operations of the Organization of American States and to submit 
concrete recommendations as to how that organization might be 
made a more effective one in coordinating the various economies of 
the different countries to produce over-all progress in the hemi- 
sphere. 

President-elect Siles responded that he would like to make one 
concrete proposal. It was that the United States consider issuing a 
declaration to the effect that it would stand ready to support and 
implement recommendations which might be made by the Financial 
Mission recently established in Bolivia by agreement between the 
two governments and at the suggestion of the Department of State. 
This Mission is headed by Mr. George J. Eder,’ he continued. Mr. 
Siles explained that Bolivia is now in the midst of a serious 
inflationary spiral, one which is so rapid that it is necessary to 
consider salary adjustments almost every month. The Financial Mis- 
sion is of the opinion that this inflationary spiral cannot be brought 
under control before the end of this year, he said. He expressed 
hope that a declaration of the kind that he recommended might 
produce a halt, or at least a pause in the inflationary spiral during 





* A lawyer on leave from the International Telephone and Telegraph Company, 
Eder was temporarily employed by the ICA. He was assigned to assist and advise the 
Government of Bolivia in the formulation of overall economic, fiscal, and budgetary 
policy. For a detailed analysis of his work, see George Jackson Eder, /n/lation and 
Development in Latin America, A Case History of Inflation and Stabilization in Bolivia (Ann Arbor, 
Michigan, Graduate School of Business Administration, 1968). 
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the remainder of this year, thus affording some relief to the Bolivian 
economy until steps could be taken to bring the inflation under 
control. 

President Eisenhower stated that he could not give a prompt 
answer to President-elect Siles’ request, but that he could readily see 
what the latter wishes to achieve with such a statement. He added 
that to be effective, any statement contemplated would have to be 
made promptly. The President said that this matter would receive 
prompt and sympathetic consideration in Washington. He assured 
the President-elect that the United States would not relax in its 
interest in Bolivia and its problems, concluding with a statement to 
the effect that this interest in Bolivia will not be diminished by the 
pressure of problems elsewhere in the world. 





267. Memorandum of a Conversation, La Paz, August 7, 1956’ 


PARTICIPANTS 


His Excellency Sefor Don Hernan Siles Zuazo, President of Bolivia 
Mr. Gerald A. Drew, American Ambassador 
Mr. Henry F. Holland, Assistant Secretary of State 


SUBJECT 
Conversation with the President on Bc’: . Problems 


I made more or less the following statement to the President: 

The United States seeks the same objectives in Bolivia that we 
believe his Government seeks. That is a stable government and a 
stable and progressing economy. We seek this objective because the 
interests of the people of the United States are served if these 
objectives can be attained in Bolivia. 

It seems to me that the current problem of the Government in 
Bolivia can be divided into two phases. The first is the protection 
and strengthening of the existing economy. The second is to enlarge 
and expand that economy once its preservation has been assured. 
Measures that serve one of these two objectives may or may not 
have some effect on the other. 

Referring to the first objective, ie., the preservation of the 
existing economy, conferences which I have had with representatives 





‘Source: Department of State, Central Files, 824.00/8-756. Confidential. Drafted 
by Holland. 
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of our Government lead me to believe that the economy is now 

The first of these problems is that arising from the fact that the 
mining industry is not operating on a self-sufficient basis. Since its 
operations produce very large monthly deficits and these deficits are 
met by the issuance of Central Bank notes we have a continuing 
factor producing an accelerating inflationary spiral. There is no 
prospect of checking this inflation until the mining industry is 
placed on a self-sustaining basis and the continuing issuance of new 
Central Bank notes is stopped. 

The second problem is that of the completely artificial exchange 
rate of 190 bolivianos to the dollar. This greatly underprices all 
imports and is a deterrent to exports. 

As a feature of the second problem is the third which is the rate 
at which agricultural products supplied by the United Statcs are 
sold. At a rate of 190 bolivianos a dollar’s worth of wheat is sold for 
less than 1 cent. This has two inevitable results. The first is that the 
purchaser of these products will re-export it to surrounding 
countries where it can be sold at world prices for a large speculative 
profit. The second result is that the presence in the market of 
agricultural products at such ridiculously low prices effectively stifles 
all effort on the part of local agriculture to produce the foodstuffs 
which could replace those imported from the United States. 

I am told that the solution of all three of these problems, while 
difficult, is practical and can be achieved within a reasonable period 
of time. The exchange problem and the related problem of the prices 
at which our agricultural products are sold can be cured by freeing 
the exchange rate. The problem of the uneconomic operation of the 
mines is more complicated, but I am told that it, likewise, can be 
solved. The solution would include such measures as termination of 
the subsidized commissaries (or pulperias), a situation related to the 
price of our agricultural products to which I have already referred. 
The correction of the situation in the mining industry would also 
require that the Government pay to the mining industry for dollars 
earned by it a number of bolivianos having some realistic relation to 
the value of the dollar. By the present exchange basis used in the 
mining industry the Government is stifling the industry. These 
corrections would necessitate raising the salaries of the miners very 
substantially to compensate them for the loss of their commissary 
privileges. However, this increase in operating cost could be met if 
the mines were allowed a vealistic number of bolivianos for each 
dollar that they earn in the export market. 

I believe that these measures, which in very general terms 
indicate the road to protect and preserve the existing economy, can 
be taken during the next few months. From the point of view of the 
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United States it is very important that they be taken during the next 
few months. The reason is that the Congress of the United States, 
while generous in its attitude toward Bolivia’s problems, wants to 
feel that United States funds appropriated as aid to Bolivia are going 
into the preservation of a viable national economy. The Congress of 
the United States is reluctant to appropriate aid if there is no 
reasonable certainty that the national economy into which that aid 
goes is, or can become, a self-sustaining economy. I have now 
appeared before Congressional Committees on three successive years 
to discuss aid to Bolivia. On each occasior. | am questioned as to 
how long it is reasonable to expect that this aid will be required and 
what results are being achieved by it in terms of establishing a self- 
sustained Bolivian economy. Each year the interest of the Congress 
in this subject is reasonably more intense. I anticipate that during 
the next session, when the question of appropriations for aid to 
Bolivia come up, the Congress will be even more exacting in its 
inquiries than it has been in the past. 

I mentioned parenthetically that the Patifio Mines & Enterprises 
Consolidated had written to each member of the Senate Foreign 
that any previous assurances that it 


: 
: 
i 


members of our Congress, the Department had been in the position 
of being able to state that negotiations were under way with the 
only American interest concerned, namely, Patifio Mines. I feared 
that unless a settlement were reached with this company, or at least 
unless negotiations looking to that end were under way, my task 
before the Committees of Congress in the spring of 1957 in attempt- 
ing to justify further aid to Bolivia would be made infinitely more 
difficult. I said that we in the Department did not wish to become 
involved with the substantive details of the negotiations, but that 
we felt very strongly that it was in Bolivia's own best interests to 
reach a mutually acceptable settlement with the former owners of 
the nationalized mines. 

I continued that these hearings need not be a cause for great 
concern if the Bolivian Government with our cooperation undertakes 
immediately the steps which it is apparent must be taken in order to 
put the economy on a self-sustaining basis. We are entering into 
Fiscal Year 1957. Almost 11 months remain of that fiscal year. The 
appropriation of aid to Bolivia by the last Congress assures that our 
programs of aid will go forward adequately financed for the next 
succeeding 11 months. Hearings on new appropriations for aid to 
Bolivia will probably begin about April of 1957. It is essential from 
the Bolivian point of view that before that day, Bolivia have 
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completed a sufficient amount of progress along the path that I have 
indicated for the Congress of the United States to have confidence 


that further aid to Bolivia will, in fact, assure a self-sustaining 
national economy. 

Having outlined the program that we thought the Government 
should follow in order to improve the existing economy, I undertook 
to indicate certain obstructions or obstacles which might make this 
difficult. The first one is the domestic political situation. Does the 
MNKR have sufficient political cohesiveness to undertake a difficult 
program successfully? I told the President that the Ambassador and I 
had had a long talk with Juan Lechin in which we described the 
problem as we saw it and the remedies indicated. Lechin had told us 
that he and his group were willing to support such a program. 

As another possible obstruction to an effective stabilization 
program, I said that in all probability the Communist Party will do 
its best to block the Government. The recent elections show that 
numerically the Party is not a political factor of importance. Howev- 
er, using their clandestine organization and all other resources, they 
will try to prevent a stabilization program because their objective is 
to create chaos, drive a wedge between the Government and the 
people, identify themselves with the people and undertake to over- 
throw the Government. I explained that measures which were effec- 
tive in combating Communism on the ideological front were often 
completely ineffective in combating Communism on the subversive 
front. On the latter point, the job can only be done by relying on 
trained individuals who are professionally prepared in the field of 
counter-espionage and anti-subversive work. 

As regards the second of the Government's two problems, that 
is, the problem of expanding and diversifying the country’s existing 
economy, I said that it appeared to us that the steps now planned by 
the Government are adequate. These include the existing Investment 
Guaranty Agreement,’ the Petroleum Code,’ the proposed Mining 
Code, and the proposed Investment Code. It is our judgment that if 
these measures are added to a program of basic stabilization, they 
will surely achieve substantial expansion of the country’s economy. 

I said that we had been impressed by the need to coordinate 
closely all of the different steps comprising a stabilization program. 
If these are taken in an erratic or uncoordinated manner they might 














* For the exchange of notes constituting the referenced agreement, signed at La 
Paz, September 23, 1955, znd entered into force on the same date, see 6 UST 3948. 

*The Petroleum Code was issued as an Executive decree on October 26, 1956, 
and enacted into law by the Bolivian Congress on October 25, 1956. It was drafted 
with the assis*ance of Worth Davenport, senior partner of the New York law firm of 
Schuster and Davenport, who was under contract with ICA. Documentation on the 
subject is in [ epartment of State, Central File 624.2556. 
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actually harmful to the Government's program. For example, when 
the Government undertook the land reform program, the Commu- 
nists insisted that the estates which were mechanized and being 
operated successfully be broken up. This meant that agricultural 
units which had been productive became unproductive. 


mining companies and the land reform program. 


The President complained of the lack of support among his own 
party leaders. In private conversations they would agree to support 
necessary programs, but would thereafter openly oppose them for 
political reasons. However, he said that he did feel that he could 
muster sufficient support from Lechin and other elements of the 
party to succeed in a stabilization program such as that which we 
had outlined. 

He said that he felt confident that by January of 1957 he could 
have developed and placed in operation a stabilization program 
which would strengthen the position of the Department of State in 
discussing the Bolivian aid program with Congressional Appropria- 
tions Committees. He agreed that he would immediately resume 
negotiations with the tin companies and would insist on the contin- 
uation of those negotiations so that, even if he fails to reach an 
agreement as to the amount of compensation, he would build up a 
record of vigorous and good faith efforts to reach an agreement. 

The President then outlined some of his own ideas in the 
economic field. One of these was a proposal to tax retroactively 
large incomes earned since the 1952 Revolution. He explained that 
this would affect the people of means like himself rather than the 
working elements. He believed that such a measure, while hard on 
the group affected, would convince the union groups that the 
balance of the party, and particularly Government leaders, were 
willing to share the hardships of a stabilization program. This he 





* Ross Moore, Director of the U.S. Operations Mission in Bolivia. 
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believed would insure support from the union groups for the Gov- 
ernment’s program. 

He then explained a proposal to divide up state-owned agricul- 
tural land near the principal cities and give plots of land to Govern- 
ment employees for them to work in their spare time. He believed 
that this would make them into small capitalists who would enthu- 
siastically support the Government's programs to stabilize the na- 
tional economy. 

We did not comment on either of these two proposals other 
than to urge that nothing be done without prior close coordination 
with our own experts. 

Fearing that the Government might try to influence Ford, Bacon 
and Davis to reflect a rosy picture of the nationalized mines in their 
report, I pointed out to the President the possible significance of that 
report in his negotiations with the tin companies. If, in fact, the 
mines are approaching a state of exhaustion, then this should be 
frankly stated if, for no other reason, because of the effect that it 
will have in negotiations regarding compensation for the mines. He 
said that be would urge that Ford, Bacon and Davis reflect faithfully 
in their report the actual situation of the mines. 











268. Notes of the Secretary of State’s Staff Meeting, 


Department of State, Washington, August 31, 1956, 
9:15 a.m.’ 


[Here follow a list of those present (18), an unrelated intelli- 
gence briefing, and discussion of a rumor regarding a microphone in 
the French Embassy.] 

3. Economic Situation in Bolivia—Mr. Holland reported at some 
length on the soaring inflationary situation in Bolivia which could 
become critical within the next 4 or 5 months unless steps are taken 
within the next 10 days by this Government to provide a stabiliza- 
tion fund and give full backing to Mr. George Eder, a former IT&T 
official who is now serving on the ICA payroll as an Advisor to the 
Bolivian Government. The Secretary agreed on the desirability for 
close cooperation among the many interested Government agencies 
and added that, if the Bolivians are willing to accept our advice, 





* Source: Department of State, Secretary's Staff Meetings: Lot 63 D 75. Secret. 
Prepared by Eugene V. McAuliffe, Chief of the Reports and Operations Staff of the 
Executive Secretariat. 
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differences among agencies of this Government must not be the 
cause of any delay. In cases of this sort, he observed, inaction is 
often worse than the least desirable program supported by any 


agency. 


Action: ARA, in close coordination with E and other interested 
agencies of this Government, to prepare promptly a pro- 
gram to combat the inflationary tendencies which threaten 
Bolivia's political stability. 


[Here follows discussion of the Suez Canal situation.] 
E. V. McAuliffe 





269. Letter From the Assistant Secretary of State for Inter- 
American Affairs (Holland) to the Ambassador in Bolivia 


(Drew)! 


Washington, August 31, 1956. 


DEAR JERRY: With reference to your letter of August 14, 1956” 
regarding implementation of the OCB Plan against Communism in 
Latin America,’ I think your points are very well taken. You have 
noted from the Under Secretary’s letter of May 17‘ that the Plan is 
not to be considered inflexible and that not all courses of action will 
be equally applicable to all countries. This provision in the Under 
Secretary’s letter distributing the Plan was put in so that people on 
the spot would not feel that their hands were tied and in order to 
give them the necessary flexibility and freedom of action within the 
framework of a paper attempting to cover 20 countries and prepared 
here in Washington. Implementation is up to you, and the Depart- 
ment will be guided by your recommendations. 

We concur in the opinion of your country team that in Bolivia 
emphasis needs to be placed on: 





'Source: Department of State, OCB Files: Lot 61 D 385, Latin America—General, 
1953-58. Secret. Drafted by King and cleared by Bernbaum, Briggs, Turkel, and 
Richards. 

? Drew’s letter is summarized in paragraphs (a), (b), and (c) of Holland’s letter. 
(/bid., Central Files, 720.001/8-1456) A report on implementation of the OCB plan was 
transmitted in despatch 73 from La Paz, August 16. (/bid., 720.001/8-1656) 

>See vol. vi, Document 18. 

* Not printed. (Department of State, Central Files, 611.20/5-1756) 
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(a) better control of the international movement of communists 
and pro-communists would add control of their propaganda 
material, much of which seems to move into Bolivia via the Czecho- 
slovak Legation and is distributed widely, including to neighboring 
countries, from there); 

(b) a tightening of legislation with respect to subversion (I 
would include in this enforcement of existing legislation); and 

(c) a more aggressive campaign against communists and pro- 
communists holding positions of influence in the Government and in 
the educational system. 


My only comment is that these points do not hit at another 
problem which is, in my estimation, serious in Bolivia and other 
Latin American countries. This is the tendency to view local commu- 
nists as “patriotic” if misguided individuals rather than as agents of 
an international conspiracy. We hear so often that so-and-so may be 
a communist but after all “he’s a good Bolivian’”—or a good Chilean, 
or Brazilian, etc. The other side of the coin is the tendency to view 
communists as simply local political opponents to be dealt with 
merely as the “outs” wanting to get “in.” Courses of action 5a and 
10a of the Outline Plan under reference are aimed at this problem. 
Anything you can devise in this connection to supplement your 
other ideas would be advantageous. 

If you have not already submitted one, I would find it most 
interesting to receive a summary of the informal measures taken by 
the Embassy over the past year to carry out paragraph 11 of the 
Joint Program agreed upon with Bolivia in June of last year. The 
Outline Plan under discussion as a whole has the same objectives as 
paragraph 11 of the Joint Program, of course, but paragraphs 6, 8, 
10, 11, 13 and 14 are particularly pertinent. Also paragraph 35 of the 
OCB paper on Bolivian internal security, sent the then Chargé 
d’Affaires ad interim on January 13, 1956 by the Under Secretary, 
has the same objective. A summary as requested would be of great 
help to us in reporting implementation of these OCB documents. 

I would not want the anti-communist programs to prejudice our 
economic programs or interfere with the attainment of their objec- 
tives, as I explained them in my talks with Paz Estenssoro and Siles. 
At the same time, attainment of our economic objectives without 
some success in the anti-communist field would be a hollow 
achievement indeed. Arriving at a balance between the two efforts, 
and the timing of specific moves in each field, will of necessity be 
based largely on the recommendations of you who are on the spot. 
At the present time I am inclined to agree with you that too great an 
emphasis on the anti-communist side could have undesirable politi- 
cal consequences and hence concur in your recommendation that we 





° Not printed. (/bid., S/S-OCB Files: Lot 61 D 385, Latin America—1953-1958) 
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not put too much pressure on the Bolivians in the communist field 
right now. At the same time, unless the Bolivi. 1s recognize commu- 
nism as an international subversive conspiracy which is a separate 
and distinct threat not to be dealt with as merely a part of the 
political opposition (para. 5a) and unless they contro! communist 
movements, activities and propaganda (paras. 6, 13 and 14) then 
communists will be free to work with impunity against our econom- 
ic programs. And they have the Czechoslovak Legation to give them 
direction and support. 

Consequently, when you sit down with President Siles to go 
over your “inventory” as proposed, I suggest you point out to him 
the interrelationship between success in the anti-communist field 
and success in the economic field. 1 do not suggest that you put 
great pressure on him to take specific actions at this time, but he 
should have a clear understanding of our conviction that communists 
are opposed to economic progress which meets the needs and 
aspirations of the masses, particularly if accomplished with US 
support, and that success in the economic field thus depends in part 
on effective measures to control communism. You might also modify 
point no. 7 of the inventory to ask why Sifani was given an official 
passport. 

You have raised interesting and difficult points in your letter. I 
hope the foregoing will be helpful to you. I am always glad to have 
your comments and suggestions and, as stated above, will rely on 
your judgment in these matters. 

Sincerely, 

Henry F. Holland® 





* Printed from a copy which bears this typed signature. 
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270. National Intelligence Estimate’ 


NIE 92-56 Washington, September 11, 1956. 


THE OUTLOOK FOR BOLIVLA? 
The Problem 


To estimate the character and future stability of the present 
government. 


Conclusions 


1. As shown in the recent elections, the moderate leftist Nation- 
alist Revolutionary Movement (MNR) regime has successfully con- 
solidated its position and achieved a degree of political stability 
unusual for Bolivia. However, Bolivia’s basic economic problems 
have been aggravated by the MNR’s tin nationalization and land 
reform policies. These policies led to decreased agricultural output 
and increased tin mining costs at a time when world tin prices were 
declining, and they accelerated the inflationary trend. Only US aid 
has prevented collapse of the regime. (Paras. 10-22, 32-37) 

2. The only opposition party capable of even a limited challenge 
to the MNR is the right-of-center Bolivian Socialist Falange (FSB). 
The Communists are few in number, and the MNR has succeeded in 
reducing but not eliminating their influence. Although we do not 
believe that either the Communists or the FSB can develop sufficient 
strength to pose a serious challenge to the MNR during the next few 
years, we believe both the Communists and the rightist parties 
possess sufficient potential to exploit possible future economic dete- 
rioration or a split within the MNR. (Paras. 23-26, 44) 

3. The strongest internal threat to political stability lies in the 
possibility of an open break between the moderate and left wings of 





‘Source: Department of State, INR-NIE Files. Secret. National Intelligence Esti- 
mates (NIEs) were high-level interdepartmental reports presenting authoritative ap- 
praisals of vital foreign policy problems. NIEs were drafted by officers from those 
agencies represented on the Intelligence Advisory Committee (IAC), discussed and 
terdepartmental working groups coordinated by the Office of National 

In 


Advisory Committee on 11 September 1956. Concurring were the Special Assistant, 
Intelligence, Department of State; the Assistant Chief of Staff, Intelligence, Depart- 
ment of the Army; the Director of Naval Intelligence; the Director of Intelligence, The 
Joint Staff. The Atomic Energy Commission Representative to 
Assistant Director, Federal Bureau of Investigation, abstained, 


outside of their jurisdiction. 
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the MNR. Since 1952 Juan Lechin, the influential leader of the left, 
has refrained from using his political power to unseat the Paz 
administration. For reasons of political expediency and party unity 
he will probably continue this policy toward the Siles government. 
We believe, however, that Lechin would not hesitate to move 
against President Siles if he felt that his power or freedom of 
political action were being seriously circumscribed either by design 
or by force of events. (Paras. 18-19, 42-43) 

4. The stability and political orientation of the MNR will also 
be strongly influenced by its efforts to control inflation and by the 
external assistance it receives over the next few years. Withdrawal of 
US assistance would almost certainly lead to the adoption of more 
radical and nationalistic policies by the MNR, and would probably 
cause the repudiation of moderate MNR leadership and bring leftist 
MNR factions into power. We cannot at present estimate the politi- 
cal course of Bolivia after the emergence of such a regime. (Paras. 
45-46) 

5. In the event of an attempted overthrow of the government 
from the right, the civilian militia would support the regime and 
would almost certainly be joined by enough elements of the army 
and Carabineros to insure the survival of the government. The 
outcome of a conflict resulting from a left-moderate split within the 
MNR would be considerably more doubtful. For reasons of self- 
interest, if not of loyalty, the bulk of the army and the Carabineros 
would probably support the moderates against the large group of 
worker militia who would follow leftist leadership. Under present 
conditions, it is probable that the army and Carabineros combined 
could successfully defend the government against an attack by the 
militia alone, but any substantial defection from either army or 
Carabineros would make the outcome extremely doubtful. (Paras. 
27-31) 

6. Bolivia has shown increasing willingness to follow a pro-US 
foreign policy. It so far has manifested little interest in strengthening 
its negligible ties with the Soviet Bloc, despite several Bloc overtures. 
Should the Bolivian government feel that the country’s economic 
progress were being thwarted, either by deficient export earnings or 
inadequate US assistance, strong pressures would be generated with- 
in the MNR to develop and expand economic and other relations 
with the Bloc countries. (Paras. 48-49) 


Discussion 
1 Background 


7. Bolivia, despite substantial undeveloped natural wealth, is a 
desperately poor country. Formidable geographical obstacles and lack 
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of transportation facilities have hampered national growth. The 
population of about three and a half million, consisting mainly of 
illiterate Indians and mestizos, is clustered mostly on the high 
Andean tableland, while the more fertile but less accessible lowlands 
to the east are largely undeveloped. Most of the population is rural 
and exists on a subsistence agricultural economy. Mining, principally 
tin, provides the great bulk of government revenues and foreign 
exchange. 

8. Bolivia’s modern political problems are rooted in its tradition- 
al economic and social structure. The nation has long been divided 
into two almost independently operating economic systems: one 
based upon world markets and dependent upon the tin mining 
enterprises; the other based upon local markets and inefficient 
farming by large landholders. In both systems, the workers were 
largely immobilized by rigid social and “racial” stratification. Politi- 
cal control was exercised by the major mining interests and the large 
landholders, and was guaranteed by the army. 

9. This pattern was initially shaken by the Chaco War with 
Paraguay (1932-1935). With the increased mobility and the contact 
between classes occasioned by the war, new values and aspirations 
were created as well as consciousness of a common nationality. The 
defeat of the army and the loss of prestige suffered by the ruling 
hierarchy contributed further to popular unrest. At the same time, 
the literate “middle class’”’ became a susceptible target for Marxist 
propaganda, which helped articulate the general discontent. In the 
period following the Chaco War various political groups and move- 
ments of nationalist character, employing Marxist formulations, 
emerged to express the need for socio-economic change. The most 
effective of these groups was the Nationalist Revolutionary Move- 
ment (MNR). In the elections of 1951, the MNR, with strong urban 
middle class support, won a substantial plurality of the vote of the 
narrowly restricted electorate for its presidential candidate Victor Paz 
Estenssoro.* However, his inauguration was forestalled by the in- 
cumbent government, which turned over its power to a military 





groups in the US. [Footnote in the source text.] 

*Paz was formerly Vice President of the Chamber of Deputies (1940-1941), 
Minister of Economy (1941), member of Government Junta (1943-1944), Minister of 
Finance (1945-1946), in exile in Argentina (1946-1952), President (1952-1956). He is 
presently Ambassador-designate to Great Britain. [Footnote in the source text.] 
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10. In April 1952 this junta was overthrown by a revolution 
organized by the MNR, and supported by the police and armed 
workers, who completely routed the army. Paz was recalled from 
exile in Argentina to assume the presidency. The MNR’s middle 
class leaders were at first unable to contain the momentum generat- 
ed by the volatile popular forces released by the revolution. The 
armed mineworkers organization promptly moved into the vacuum 
created by the removal of the army. The MNR program called for 
eventual nationalization of the large mining companies but the 
pressure of the armed mineworkers forced MNR leaders to take 
more immediate and extreme action. Although leftist groups de- 
manded expropriation without compensation, the MNR leaders ac- 
knowledged the obligation to compensate and have subsequently 
made some payments pending final agreement on terms with the 
companies. The regime also at first attempted to deal with the 
revolutionary agitation developing in rural areas by promising to 
enforce existing laws curbing the exploitation of the peasants by the 
large estate owners. However, when the peasants began seizing the 
lands, the MNR leaders agreed to sanction more radical actions than 
their original program called for, and in August 1953, they decreed 
widespread expropriation of large land holdings. 

11. Such radical measures as these temporarily placated the 
extremist popular groups within the MNR. These measures enabled 
the MNR leadership to gain a considerable measure of cooperation 
from these groups and gave it an opportunity to shift toward a more 
moderate position. Timely US economic aid in November 1953 
implied an endorsement of the MNR, and provided the means for 
achieving a new equilibrium of forces. Moreover, the offer of US 
assistance to cover emergency food shortages and to support long- 
range plans of economic diversification supplied the moderate lead- 
ership within MNR with leverage against both the left and the right 
of the party, and gave it a chance to stabilize the party organization. 

12. The militancy of labor was gradually diminished. Some 
extremists and Communists were displaced from key positions in the 
Bolivian Workers Confederation (COB); others were persuaded to 
renounce their Communist allegiance and join the MNR. At the 
same time, the MNR’s political control of the country was strength- 
ened as radical elements in government posts were reduced. In a 
further move to strengthen their position and to reduce the political 
appeal of the left, the MNR policy makers launched an ambitious 
economic program. 

13. The attempt of some MNR leaders to orient MNR policy 
further toward the right and to circumscribe the influence of labor 
and the peasantry upon the party and the government was success- 
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fully fought off by Juan Lechin® and his followers at the MNR party 
convention in January 1956. Foreign Minister Walter Guevara Arce,° 
the proponent of rightward orientation of the MNR, was censured 
by the party and he resigned his cabinet post. Lechin demonstrated 
at the convention his very considerable strength, but has pushed his 
advantage no further; he and the MNR left have continued to 
support the moderate program formulated for the 1956 elections. 

14. The political control exercised by the MNR together with 
the appeal of its program was reflected in the MNR’s overwhelming 
victory in the June 1956 elections. In elections which were relatively 
free from fraud and coercion, the MNR won 84.5 percent of the vote 
and substantial victory margins in each of the nation’s nine depart- 
ments. The government party was thus assured of all 18 Senate seats 
and 63 of the 68 seats in the Chamber of Deputies. Vice President 
Hernan Siles Zuazo’ was elected President. 


IL. Present Political Situation 


The Regime and Its Supporters 


15. Despite severe economic difficulties, the MNR regime has 
achieved an unusually high degree of stability for Bolivia through 
the maintenance of party unity, the popular appeal of its revolution- 
ary policies, the extension of the party apparatus in labor, peasant, 
and business organizations, and the continuing support received 
from the US. It has successfully consolidated its position of leader- 
ship and has struck a balance between its own interests and those of 
labor and rural groups, chiefly at the expense of the old propertied 
groups. Mining, urban, and rural labor have political representation 
and considerable influence in the government, but MNR middle 
class groups, both business and professional, form the bureaucracy 
and hold most of the top governmental posts. The old oligarchy is 





*Lechin has been Bolivia's leading labor leader since 1952. Under arrest or in 
exile between 1949 and 1951, he returned after the 1952 revolution to become 
Minister of Mines and Petroleum until 1954. He is the Executive Secretary of the 
Bolivian Workers Confederation (COB), a member of MNR’s policy-making National 
Political Committee (CPN), President of the Senate, and acknowledged leader of 
MNR’s left wing. He has frequently expressed Marxist beliefs, but charges that he is 
pro-Communist have not been documented. See also paragraph 43. [Footnote in the 
source text.] 

* Guevara was in exile in Argentina (1946-1949), Senator (1951), CPN member 
(1952-January 1956). [Footnote in the source text.] 

” President Siles has been a top MNR leader since 1941. He was in exile, under 
arrest, or clandestinely directing MNR forces in Bolivia between 1946 and 1951. He 
helped plan the 1952 revolution and took charge of the provisional government until 
after the arrival of Paz from exile in Argentina. He was Vice President from 1952 to 
1956. Formerly he displayed an anti-US attitude but over the past few years he seems 
to have become increasingly convinced that Bolivia must maintain friendly relations 
with the US. [Footnote in the source text.] 
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either in exile or stripped of power, and the army has been purged 
and offset by party, peasant, and worker militias, as well as by the 
police. The State, through the nationalization of the mines, has taken 
over the role of the powerful mining interests and now controls the 
exportable wealth of the nation. It has also, as a result of agrarian 
reform, largely eliminated the large landholders. 

16. The party organization parallels the government structure at 
all levels, interlocks with it, and also extends into the social and 
institutional groups supporting the regime. Its political control is 
exercised through a party organization staffed by some thousands of 
party militants arrayed in an elaborate hierarchy, headed by the 
policy-making National Political Committee (CPN). The 19-man 
committee includes ex-officio the President of Bolivia, the Vice 
President, and two members of the cabinet. Eleven other professional 
people, three labor leaders, and one businessman are also members 
of the CPN. Nine members of the committee are moderates, eight 
are leftists, and the political affiliation of the remaining two cannot 
be determined. 

17. The MNR exerts far reaching control over the na-ional 
economy. It exercises direct influence in staffing the important 
semiautonomous economic agencies such as the Bolivian Mining 
Corporation, the Petroleum Corporation (YPFi3), the state banks, and 
special planning commissions. Local businessmen have found it 
advisable either to join the MNR or hire MINR members to represent 
their interests before the government and the labor organizations. 
There is also an interlocking between labor and the MNR. Three 
members of the COB including Lechin are also members of the 
CPN. 

18. The MNR has become an increasingly effective party be- 
cause it developed a powerful organizational structure and because it 
was able to secure widespread jpopular support, a large part of which 
depends upon the backing of organized labor and of the civilian 
militia. The 1956 party platform, in particular, reveals that the most 
important factional differences within the MNR, which have ap- 
peared from time to time since 1952, have so far been resolved by 
the political requirement of party unity. The “moderate” sector of 
the party, which now exercises leadership, is headed by Siles and 
Paz. The “leftist” faction of the MNR, led by Lechin and by Vice 
President Nuflo Chavez,* has differed from the moderates more in 
theoretical orientation and inclination than on specific party policy. 





* Vice President Chavez, long time MNR party militant, was in prison and in 
exile for participation in revolutionary activities between 1949 and 1952. He was 
Minister of Rural Affairs between 1952 and 1956. He has Marxist tendencies, but he 
is believed to be non-Communist. His international sympathies are unknown. [Foot- 
note in the source text.] 
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These differences reside largely in the greater reliance of the leftists 
upon Marxist doctrine, their non-Communist rather than an anti- 
Communist attitude, their distrust of US aid and ultimate objectives, 
and their desire to accelerate popular reforms and to strengthen the 
civilian militia. 

19. The relative strength of political factions in the government 
reflects in general the political alignments in the MNR party organi- 
zation. The executive branch, traditionally the stronger of the two 
branches of government, is headed by a moderate president, who 
presides over a cabinet of predominantly moderate orientation. How- 
ever, the Vice President is leftist. In the legislative branch, the 
moderates comprise at least half of the membership of the Senate, 
while in the lower house 45 of the 63 MNR deputies are responsive 
to labor and peasant interests, or are acceptable to Lechin. In view of 
this composition of the government one of the principal problems 
which faces Siles is control of the first elected legislature. So far, 
Lechin, who exercises considerable influence over the legislature, has 
demonstrated a general willingness to accept the moderate policies of 
the regime. 

20. Middle class support of the MNR consists of the bureaucra- 

cy, unionized white collar workers, and some members of business 
and the professions. MNR has effectively infiltrated opposition 
business groups through party “delegates,” and in all urban centers, 
middle class members of the MNR hold positions of control either 
through business privileges or political appointments. However, the 
slim urban majorities gained by the MNR in the June elections 
indicate that the party is far from enjoying undivided middle class 
support. 
21. Labor support for the MNR is effectively provided by the 
COB whose membership, comprising all rural, industrial, and white 
collar unions, is estimated at 240,000. The 60,000-man Mineworkers 
Federation, led by Lechin, is the most powerful COB affiliate, and 
the most articulate exponent and defender of the left wing point of 
view within the MNR. Even further to the left are the Railroad 
Workers Confederation, led by pro-Communist elements, and the 
teachers union, in which Communist influence is significant. Left 
wing influence has been partially balanced by the factory worker 
and some white collar federations, which have been consistently 
dominated by moderate elements within the MNR. 

22. Although Bolivia's peasant population (estimated at 
2,500,000) provides the MNR’s principal electoral base, the 7,000 
peasant organizations are not as tightly organized as the miners and 
urban workers, and the MNR has, therefore, been less successful in 
establishing control over them. Development of articulate support 


among the peasantry is handicapped by language barriers and by the 
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traditional peasant isolation from national politics. However, MNR 
counterinfiltration has considerably curbed Communist strength 
among peasant groups. 


The Opposition 


23. The only opposition party capable of offering even a limited 
challenge to the MNR is the right-of-center Bolivian Socialist Fa- 
lange (FSB). During the 1952-1955 period, the FSB along with other 
rightist parties was suppressed. It operated from exile and was 
dedicated to the armed overthrow of the MNR regime. Recently it 
was granted amnesty, legalized, and permitted to participate in the 
June 1956 elections. It was, however, allowed only a short time to 
organize and campaign. Though it won only 14 percent of the total 
vote and only five out of 68 seats in the Chamber of Deputies, it 
polled upwards of 40 percent of the votes in the main urban centers. 
FSB leadership is drawn mainly from middle class business and 
agricultural interests together with some discontented officers and 
ex-officers of the army. Its program calls for a de-emphasis of state 
intervention in the economy, reduction of labor’s political influence, 
and re-establishment of the army as the main defense arm of the 
nation. We believe that the FSB would not hesitate to use force to 
seize power and to attempt the elimination of the MNR as a political 
force in the country. 

24. The extreme right, which represents the old oligarchy of 
large-scale business interests, large landholders, and former high 
army officers, is organized in the small Republican Socialist Union 
Party (PURS). While many PURS members took advantage of the 
political amnesty granted by the MNR in early 1956, the party itself 
refused to participate in the June elections and many potential PURS 
votes probably were cast for the FSB. The PURS objective is to 
overthrow the MNR by subversion and violence and restore the pre- 
revolutionary order. Although it is well financed and organized, its 
capabilities are negligible because of its small following. 

25. The Communists in Bolivia are split into two principal 
factions. Together they polled only 1.5 percent of the vote in the 
1956 elections and have no representation in Congress. The orthodox 
Communist Party (PCB) has roughly 2,000 members, drawn mostly 
from middle class intellectual elements, particularly in the school 
system. The Revolutionary Workers Party (POR), a Trotskyite group 
with about 1,500 members, is strongest among urban white collar 
unions. The two parties present a common anti-US front on foreign 
policy, but the PCB follows a policy of conditional support for the 
MNR while the POR maintains an uncompromising opposition. The 
legal and subversive capabilities of both parties have been declining 
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over the past few years and are now very limited.’ 

26. MNR’s attitude toward the Communists has undergone 
considerable change since the 1952 revolution. Initially, it accepted 
Communist support in its struggle for power, but once in power, and 
especially since the receipt of US aid after 1953, it has adopted an 
increasingly anti-Communist position. It has periodically harassed 
party newspapers and meetings. It has reduced but not eliminated 
Communist influence in the government and among agrarian ele- 
ments. Among the trade unions Communist influence is now appre- 
ciable only in the Railroad Workers Confederation. the teachers’ 
unions, and in certain other white collar unions. The MNR has not 
been able to diminish significantly the residual strength the Commu- 
nists enjoy in the more articulate sectors of Bolivian society, particu- 
larly in the educational system. 


27. The army, the bulwark of previous governments, was shat- 
tered by the 1952 revolution, but the MNR has rebuilt it to a 
considerable extent. Its present strength is about 11,000, including 
6,000 one-year conscripts who receive little more than basic training. 
Its usable equipment consists lergely of light infantry weapons, 
including machine guns and mortars, and a heterogeneous array of 
obsolescent light artillery. About one-third of the army is stationed 


in or near La Paz. These units contain the bulk of the better trained 
troops. The air force has 681 men, 57 of them pilots and 43 aircraft, 
mostly trainers. Active support of the MNR within the armed forces 
is largely confined to the top officers who owe their appointments to 
the regime; the remaining personnel probably have no strong politi- 
cal leanings but are inclined toward the moderate section of the 
party. The armed forces want to see their own strength increased, 
MNR’s political control over them reduced, and the function of the 
para-military forces limited. 

28. The National Corps of Police and Carabineros is a military- 
type organization of 5,000 to 6,000. In contrast to the army, the 
Carabineros supported the 1952 MNR revolution and have main- 
tained their structure and organization intact. The training and 
morale of the approximately 500-man officers corps are good by 
Bolivian standards, and the Carabineros’ support of the MNR is 
probably firmer than that of the army. However, their capabilities 
are limited by the lack of formal training of the enlisted men, and 





*A group of “ex-Communists” including Edwin Moller, long a Trotskyite and 
now editor of the COB paper “Rebelion,” joined the MNR in 1954. In the 1956 
elections, Moller and five others of this group won seats in the lower house. Moller 
represents the MNR’s extreme left and reportedly still maintains contact with the 
Trotskyites. [Footnote in the source text.] 
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lack of mobility, and their armament consists almost entirely of 
small arms. There is also a group known as Political Control, 
numbering about 600 which is closely associated with the Carabine- 
ros. This group was formerly a part of the Carabineros’ organization 
but now appears to be directly responsible to the Minister of 
Government (Interior). Its primary function is to serve as political 
police and to control and harass opponents of the regime. 

29. There is an armed civilian militia consisting of: (a) a security 
force of 1,500 composed of MNR units .u ~tly responsible to the 
party's National Political Committee, (b) a worker militia of about 
10,000 organized on voth union and federation levels, and (c) the 
Rural Police forces. The security force is the best organized and 
disciplined of the three. During the presidency of Paz, it was 
believed to be personally loyal to him; we do not know to what 
extent this loyalty has been transferred to Siles. The worker militia 
is theoretically organized into a hierarchical structure with a unified 
top command, but discipline in actual practice is extremely poor and 
primary loyalties are to local unions. In addition, the training and 
equipment of the worker militia are poor. The Rural Police forces are 
poorly trained ana relatively few of them are armed. Though theo- 
retically under the control of the Minister of Rural Affairs, in actual 
practice the local units display considerable autonomy. 

30. The MNR originally assisted in the organization of the 
civilian militias in order to bring the armed portion of the populace 
under its control and to provide a counterweight to the army. Since 
mid-1955 the government has taken some steps to curb the civilian 
militia, while at the same time gradually increasing the size of the 
Carabineros and rebuilding the regular army. However, the objec- 
tions of the left wing of the MNR have forced the government to 
proceed cautiously and slowly. In any event the MNR is determined 
not to allow the army to re-emerge as an independent force. 

31. In the event of an attempted overthrow of the government 
from the right, the civilian militia would support the regime and 
would almost certainly be joined by enough elements of the army 
and Carabineros to insure the survival of the government. The 
outcome of a conflict resulting from a left-moderate split within the 
MNR is considerably more doubtful. i-or reasons of self-interest, if 
not of loyalty, the bulk of the army and@ ite Carabineros would 
probably support the moderates against the large group of worker 
militia who would follow leftist leadership. Under present condi- 
tions, it is probable that the army and Carabineros combined could 
successfully defend the government against an attack by the militia 
alone, but any substantial defection from either army or Carabineros 
would make the outcome extremely doubtful. 
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M & ‘- Situati 

32. MNR’s efforts to achieve domestic political stability have 
been complicated by Bolivia’s serious short-range economic difficul- 
ties and the many obstacles to longer-range economic growth. The 
former have been intensified by inflationary policies. The latter is 
hampered by formidable obstacles to communication; low levels of 
technology, literacy, health, and living conditions; lack of investment 
capital; and the tendency of the Indian population to cling to 
traditional ways. The population is growing at the rate of 2.5 percent 
annually. Three-quarters are engaged in agriculture, which is mostly 
on a subsistence level, and the small amount of commercial agricul- 
ture is inadequate to meet the needs of the half million urban 
population and the quarter million in mining areas. Thus Bolivia has 
to import a large part of its food. Industrial development, aside from 
mining, is limited to a few simple processing and fabricating indus- 
tries; it is retarded by the smallness of the local market, high 
transportation costs, and the inadequacy of domestic raw materials 
and fuels. Thus such demand as exists for manufactured goods must 
also be satisfied from abroad. Under these conditions, Bolivia's 
economy is largely dependent upon mineral exports, mostly tin, 
antimony, and tungsten, with tin exports supplying in recent years 
about 70 percent of Bolivia’s foreign exchange. 

33. Chiefly because of the decline in tin output and rise in 
production costs at a time when post-Korean world tin prices were 
declining, Bolivia's export receipts dropped from $124.7 million in 
1951 to $78.5 million in 1955. The MNR’s nationalization of the tin 
corporations aggravated Bolivia’s economic difficulties. The tin na- 
tionalization and land expropriation were politically inspired meas- 
ures; their economic effect was to reduce the output of minerals and 
foodstuffs by reason of government inefficiency and maladministra- 
tion and the lack of labor discipline. Tin output was also adversely 
affected by the declining content of the ore. 

34. The erratic course of Bolivian agricultural production and 
the failure to close the gap between output and requirements have 
been due partly to expansion of subsistence farming at the expense 
of commercial agriculture, partly to the decision of the government 
to sell US food grants at prices which discouraged local farmers, and 
partly to illegal re-exports. Moreover, internal demand for foodstuffs 
continued to increase because of the growth of population and 
apparent increase in per capita consumption. 

35. Thus Bolivia has had a continuous deficit in its balance of 
payments since 1952 and its foreign exchange holdings have been 
exhausted. At the same time inflation has accelerated. Despite the 
high costs of tin production, the government has been obliged to 
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continue this costly operation in order to pay for vital foodstuffs 
and other essential imports, while making up the price-cost differen- 
tial by printing bolivianos. The continuing shortage of all types of 
consumer goods, including foodstuffs, and the MNR regime’s inabil- 
ity to resist pressure for higher wages and prices also have contribut- 
ed to the inflationary spiral. In two years, 1954-1955, the cost of 
living more than tripled and the total money supplv increased from 
16.6 billion bolivianos to 56.1 billion. 

36. Emergency US aid beginning in November 1953 has enabled 
the MNR regime to meet its immediate foodstuff deficit and at least 
temporarily stave off collapse of the government. It also helped 
launch development projects designed to gradually reduce Bolivia’s 
dependence on foreign aid, and helped create a favorable climate for 
foreign private investment. Of the $20 million US grant aid sent to 
Bolivia in 1955, the continuing foodstuff deficit absorbed two-thirds. 
Counterpart funds arising from this aid and an additional $6 million 
in US development aid provided financing for development projects. 
Since 1955, US private investment, especially in the petroleum 
industry has been emerging from the planning stage and promises to 
play a significant role in Bolivia’s economic development. In most 
respects, however, Bolivia’s economic problems—coping with infla- 
tion and developing agriculture, petroleum, and mineral resources 
other than tin—still await solution. 

37. Agricultural development is the most essential element in 
MNR’s long-range program of diversifying the economy and lessen- 
ing Bolivia’s dependence upon mineral exports. However, the farm 
population is slow in reorienting itself towards direct participation in 
the money economy. MNR attempts to reduce Bolivia’s dependence 
upon agricultural imports by guaranteed prices for domestically 
produced foodstuffs have thus far failed. The guaranteed prices were 
originally set too low to provide an incentive to domestic producers, 
and this program has been further vitiated by the rapid inflation. 

38. The government has undertaken on a fairly large scale 
expansion of agricultural activities in the Santa Cruz district where 
the social problems of older settled centers are not a limiting factor. 
The main problem is to settle farmers in this promising virgin area 
by both immigration and internal migration. A limited number of 
Okinawan and Japanese settlers have already come into the Santa 
Cruz district, and the MNR is welcoming additional immigrants. 
Internal migration is somewhat impeded by the difficulties inherent 
in adapting people from the high altitudes to the tropics. However, 
the government is proceeding on the long-range assumption that 
migration will be stimulated by the growing scarcity of subsistence 
land in the settled highland regions, coupled with favorable facilities 
for land acquisition in the southeast. The groundwork for making 
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the Santa Cruz area accessible to main food consuming centers has 
been laid with the completion of the Cochabamba-Santa Cruz high- 
way. The region still requires the development of a network of 
secondary roads to serve as feeders to the main highway. 

39. A more immediately promising prospect is the young and 
expanding petroleum industry, largely operated by the government 
petroleum corporation (YPFB). This industry has been relatively free 
of social and political pressures, and has recently welcomed foreign 
private capital both in exploration and exploitation. Output has risen 
gradually since 1952 to 7,360 barrels daily at the end of 1955. 
Proven reserves are now estimated at 50 million barrels, and estimat- 
ed reserves are vastly greater. Since 1954, Bolivia has been virtually 
self-sufficient in petroleum products, and it is now exporting about 
$6 million worth of petroleum annually to neighboring countries. 
Foreign private capital, principally the Gulf Oil Corporation, is 
currently planning to expand Bolivia’s export capacity by a stepped- 
up exploration and drilling program and by financing construction of 
a ten-inch pipeline to the Pacific Coast. 


IV. Probable Domestic Developments 


40. Bolivia’s future political stability will depend greatly on the 
extent to which the government succeeds in solving the nation’s 
economic problems. In the immediate future the government is not 
likely to solve the problem in the mining industry, despite the 
reorganization of the Bolivian Mining Corporation. Though encour- 
aging progress has been made in the petroleum industry, it will take 
many years before this industry can make a major contribution to 
the economy’s viability. However, while expansion of agricultural 
activity is not likely in the near future to be sufficiently large to 
enable the country to dispense altogether with continued food 
receipts from the US, a more appropriate domestic price policy 
would tend to reduce the need for such assistance. 

41. We believe that the Siles regime will make some economic 
progress. This belief is based on the probability that the economic 
maladjustments resulting from the revolutionary upheaval have 
about run their course, on the promise of sizable foreign investment, 
on the impact of technical advice and assistance, and on the fact that 
the MNR appears more aware of the dangers of rapid inflation and 
more inclined to consider corrective measures. 

42. The continuance of the MNR regime as a successful going 
concern will largely depend upon the leadership and activities of a 
few key men. The acknowledged leader of MNR is outgoing Presi- 
dent Paz, but his appointment as Ambassador to Great Britain 
removes him from the local political scene, at least temporarily. 
President Siles, though respected as the leader of the “moderate” 
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faction, lacks Paz’ economic and political skills and his personal 
popularity. Whether he will have a serious problem coping with an 
uncooperative “leftist” faction and/or a recalcitrant Congress will 
depend not only upon his own tact and skill, but also upon the 
actions of Vice President Chavez and COB head Lechin, both of 
whom are Marxist in thinking. 

43. Although we believe that for reasons of political expediency 
and party unity Lechin will probably refrain from using his political 
power to unseat the Siles administration, he represents a latent 
threat to MNR stability and to continued dominance of its moderate 
faction. Lechin’s political strength derives primarily from his direct 
control of the Mineworkers Federation and its militia. As Executive 
Secretary of the COB he exerts considerable influence over the other 
component unions of the Confederation. He is a member of the CPN 
and enjoys the personal support of many highly placed MNR 
members. Finally, as President of the Senate he may have acquired a 
new potential for exercising political influence. If Lechin felt that his 
power or freedom of political action were being seriously circum- 
scribed either by design or by force of events, we believe that he 
would not hesitate to move against Siles. 

44. We believe that neither the Communist parties to the left 
nor the FSB and PURS parties to the right are likely to develop 
sufficient strength to pose a serious challenge to the MNR during 
the next few years. However, we believe that both the Communists 
and the rightist parties possess sufficient potential to exploit the 
opportunities provided by a sustained deterioration of economic 
conditions, a failure in the longer-run to show economic improve- 
ment, or an open break between the leftist and moderate wings of 
the MNR. 

45. Both the stability and the political orientation of the MNR 
regime will be strongly influenced by its efforts to control inflation 
and by the level of US assistance it receives over the next few years. 
If US aid remains adequate to meet Bolivian food import require- 
ments and to contribute some financial support and technical assist- 
ance for economic development and stabilization programs, the 
government will probably continue its present policies and be able to 
maintain internal stability. Although the MNR could probably sur- 
vive a significant reduction in US assistance for some time, accelerat- 
ed inflation, economic stagnation, and increasing political instability 
would probably result. A total withdrawal of US assistance would 
almost certainly lead to adoption of more radical and nationalistic 
policies by the MNR, and would probably cause the repudiation of 
moderate MNR leadership and bring leftist MNR factions into 
power. 
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46. We cannot at present estimate the political course of Bolivia 
after the emergence of such a regime. The factors which would most 
directly condition the stability and the character of this or any 
successor government would be the political orientation and capabil- 
ity of the army and Carabineros, the cohesiveness of the left wing 
groups and their militias, the capabilities of the groups presently in 
opposition for uniting to provide leadership and political appeal, and 
the attitude of the US. 


V. Trends in Foreign Relations 


47. Since 1952, Bolivia’s traditional concern for securing an 
outlet to the sea has been subordinated to the more urgent require- 
ments for development of friendly relations with all neighbors in 
order to permit the consolidation and strengthening of the MNR 
revolution at home. This foreign policy reorientation has been ac- 
companied by a small but developing network of economic ties. 
With neighboring Chile, Peru, Paraguay, and Brazil, the MNR re- 
gime has succeeded in strengthening both political cooperation and 
economic relations. However, Bolivia's ties with Argentina have been 
weakened by US replacement of Argentina as the chief supplier of 
Bolivia’s food imports, by the emergence of a new government in 
Argentina basically unsympathetic to the MNR, and by the counter- 
revolutionary activities of rightist Bclivian exiles operating from 
northern Argentina. 

48. The Bolivian government's policy toward the US is primarily 
determined by its desire for US economic support. The MNR’s initial 
attitude toward the US was unfriendly since the political and eco- 
nomic climate of the revolution encouraged an “anti-imperialist” and 
anti-US line. With increasing realization of its own lack of capabili- 
ties to meet its long-range economic objectives, let alone immediate 
food requirements, the MNR regime, hoping for US assistance, 
began to reverse its stand. Since November 1953, when the US first 
granted emergency aid and development assistance, the MNR has 
shown greater willingness to follow a course advised by the US, 
including a recognition of the role of private capital in developing 
national resources. Since 1954, MNR officials have sought to con- 
vince the people that Bolivia's interests will best be served by 
cooperating with the US. In the UN and OAS, Bolivia, like the rest 
of Latin America, often diverges from the US position on economic, 
colonial, and racial questions, but the MNR regime has generally 
followed the US lead on important political issues. A major reduc- 
tion in US aid would almost certainly strain US-Bolivian diplomatic 
relations and adversely affect Bolivia's political cooperation with the 
US. 
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49. Except for diplomatic and commercial ties with Czechoslova- 
kia, Bolivia maintains only sporadic contacts with the Soviet Bloc. 
So far it has manifested little interest in strengthening its negligible 
economic ties with the Soviet Bloc, despite several overtures from 
that direction. Should the Bolivian government feel that the coun- 
try’s economic progress were being thwarted, either by deficient 
export eaniings or inadequate US assistance, strong pressures would 
be generated within the MNR to develop and expand economic and 
other relations with the Bloc countries."® 





* A map showing the location of strategic mineral resources is appended to this 
estimate, but is not printed. 





271. Editorial Note 


During September 1956, inflation in Bolivia soared, and there 
were portents of developing food shortages. On September 22, 2,000 
persons staged a hunger demonstration in La Paz, and shortly 
thereafter organized attacks on the government newspaper, radio 
station, traffic police headquarters, and other government and MNR 
party installations, during which the newspaper and radio station 
were destroyed. Although the demonstration was organized by right- 
ist opposition elements, especially the Bolivian Socialist Falange, 
there were indications that some of the violence was caused by 
members of the MNR left wing, which wished to force abandon- 
ment of President Siles’ economic policies and a possible rapproche- 
ment between the President and the opposition. (Department of 
State, Central Files, 724.00/10-256 and 724.00(W)/10-556) The situ- 
ation reached major political proportions when Juan Lechin resigned 
the Presidency of the Senate on September 27, in an attempt to force 
a vote of confidence and thus strengthen his position vis-a-vis Siles. 
The crisis was resolved and party unity maintained when Lechin 
withdrew his resignation on September 30. (/bid., 724.00(W)/9-2856 
and 824.00/10-556) 
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272. Telegram From the Counselor of the Embassy in Bolivia 
(Gilmore) to the Department of State’ 


La Paz, September 28, 1956—7 a.m. 


93. Events past few days have convinced me resignation Siles 
and assumption power either Chavez or Lechin may be imminent. 
Basis this conclusion is conflict between COB leaders and Siles over 
La Paz on expropriation and generally increased and aggressive 
interference of COB in affairs of presidency. Lechin reliably reported 
last night. resigning presidency Senate, which Embassy believes will 
force vote of confidence to strengthen his position. . . . I consider it 
highly probable that left-wing, possibly Communist-dominated ele- 
ments COB leadership may be spearheading anti-Siles moves behind 
Lechin front. 

I suggest that if foregoing eventualities are to be forestalled the 
time has arrived to make categorical declaration US position. Accord- 
ingly I request authorization to inform Barrau, Siles, Nuflo Chavez, 
and Lechin simultaneously following: 


1. US Government has noted growing evidence growth in Boliv- 
ia of de facto shadow government in form of COB. 

2. US Government considers important sectors this shadow 
Government probably Communist-dominated. 

3. US Government would view with grave concern any change 
in titular head GOB at this time since present government reflects 
expressed will Bolivian people in free elections and any probable 
alternative must reflect maneuvers special interest groups. 

4. To forestall culmination Py y Communist conspiracy 
within Bolivia, government should take immediate steps to pass 
strong anti-subversion laws and arrest and try . . . suspected Com- 
munists... . 

5. Pending implementation foregoing condition US is suspend- 
ing all FY 1956 and FY 1957 relief shipments. 

6. Should there occur a change in GOB refl accession to 
power of shadow government now in evidence, US Government 
would feel obliged to initiate consultations through OAS pursuant 
Caracas Resolution Number 93.” 


I reiterate that in my opinion time is of the essence. Although 
Siles undoubtedly still commands wide popular support he lacks 





‘Source: Department of State, Central Files, 724.00/9-2856. Secret; Niact. Ambas- 
sador Drew was in Washington for consultation September 17-29. 

* Reference to Resolution XCIIl, “Declaration of Solidarity for the Preservation of 
the Political Integrity of the American States Against the Intervention of International 
Communism,” approved on March 28, 1954, at the Tenth Inter-American Conference 
which met at Caracas, March 1-28, 1954. For text of the resolution, see Tenth Inter- 
American Conference: Report of the Delegation of the Linited States of America with Related Documents 
(Department of State Publication 5692, Washington, 1955), pp. 156-158. For docu- 
mentation on the conference, see Foreign Relations, 1952-1954, vol. tv, pp. 264 ff. 
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organized and armed backers. If we are not to be confronted with a 
fait accompli which will make our future policy decisions more 
onerous we should act within next 24 hours. 

Gilmore 





273. Telegram From Secretary of State to the Embassy in 
Bolivia’ 


Washington, September 28, 1956—7:29 p.m. 


96. Department agrees objectives of action recommended Embtel 
93 but doubts whether prospects of success justify risks involved, 
including misinterpretation as intervention in internal Bolivian af- 
fairs. You may state following if approached by Bolivian leaders or 
if opportunity otherwise presented discuss problem with them. 

(1) Department concerned over indications possible imminent 
change in Government but recognizes this internal Bolivian matter. 

(2) Any changes would naturally require thorough evaluation in 
terms US policies. 

FYI basic elements such evaluation would be (1) that commu- 
nists or communist sympathizers do not participate in or have 
influence in government; and (2) that stabilization program be car- 
ried out. 

Dulles 





' Source: Department of State, Central Files, 724.00/9-2856. Secret; Niact. Drafted 
by Bernbaum, Briggs, and Siracusa and initialed by Rubottom. 
Supra. 
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274. Telegram From the Acting Secretary of State to the 
Embassy in Bolivia’ 


Washington, October 12, 1956—6:55 p.m. 


112. Embdes 154.” . . . . increasing indications communist pen- 
etration left-wing MNR and COB and reported plans to increase 
militia arms (Weeka October 5°) suggest desirability now to clarify 
to all concerned bases US policy toward Bolivia. Since increased 
tension MNR moderate and leftist factions, to which communist 
agitation is probably contributing factor, could result in governmen- 
tal change or dilution authority presently constituted government, 
such action this time seems particularly advisable. 

Your discretion therefore take early occasion directly to induce 
understanding by key individuals in both factions MNR . . . while 
US does not take sides in Bolivia’s domestic political affairs it cannot 
help but take most serious view of indications that communist 
influence in MNR left-wing and COB is increasing. Impress fact that 
our Bolivian policy rests on two elements and that any develop- 
ments implying fundamental changes in or reduced authority of 
GOB will require evaluation of US policy in terms these elements: 
To receive US cooperation 1) government must be free from commu- 
nist domination or influence and 2) it must be willing make deter- 
mined effort achieve economic stability. 

We believe emphasis on latter element fully as important as on 
first since long run success US policy toward Bolivia requires resto- 
ration of economic stability to provide foundation for democratic 
political stability and to reduce opportunity for fruitful communist 
agitation. 

In these conversations the report that militia leaders and COB 
have demanded increased arms could be introduced to suggest our 
very serious concern over increased potential for disorder which such 
distribution would create, should arms fall into hands communist 
elements. In talk with Siles advantage could be taken opening 
afforded his statements communist growth COB and MNR left to 
suggest arms distribution not be undertaken without prior thorough 
survey possible communist penetration militia. Inform him also his 





* Source: Department of State, Central Files, 611.24/10-556. Secret. Drafted by 
Siracusa, Briggs, and Silberstein and initialed by Bernbaum. 

? Not printed. (/id.) 

* Transmitted in despatch 153 from La Paz, this Weeka reported that almost all 
units of the militia officially requested that their current ammunition supply be 
augmented significantly, that certain small arms be distributed where the supply was 
meager, and that regular weekly training periods in the theory and tactics of guerrilla 
warfare be initiated. (/bid., 724.00(W)/10-556) 
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suggestion assignment special Embassy officer cooperate anti-com- 
munist measures‘ receiving urgent consideration. 

At this time we prefer foregoing direct approach to key individ- 
uals over Siles’ suggestion you make a press statement to effect US 
would not support communist-tainted government® since appearance 
open intervention could result especially in context present MNR 
left-moderate tension. 

Hoover 





* Reference is to a suggestion made during a conversation with Siles on October 
4, reported in Drew's memorandum of that date transmitted in despatch 154. 

Drew reported the following parting remarks in his conversation with Siles: “I 
reminded him of our long-standing compact that we were “partners’. I said that I not 
only wanted Bolivia to know that we were his friends and supporters, but that we 
would never continue our aid program to a Communist-tainted government. He asked 
me to say that to the press. I said I would think about it.” 





275. Telegram From the Ambassador in Bolivia (Drew) to the 
Department of State’ 


La Paz, October 18, 1956—6 p.m. 


111. In audience with President Siles afternoon October 18 I 
conveyed substance Department telegram 112. He minimized seri- 
ousness left versus right conflict commenting it largely clash of 
personalities. He declined to be drawn out on resignations right wing 
Cabinet members reported by Barrau and in general was somewhat 
less than communicative. No information on reasons for or status of 
resignations which still not known to public, yet available. 


He expressed restrained approval of progress in stabilization 
program and optimism of left wing support on grounds “they had 
no alternative”. 

He denied government intends distribute arms to militia. 





* Source: Department of State, Central Files, 611.24/10-1856. Secret. 
2 
Supra. 
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President’s address to nation evening October 17 satisfactory 
our point of view. Will be repczted fully by mail.’ 


Drew 





* Transmitted in despatch 182 from La Paz, October 20, were six copies of the 
ane tan 2 Sees 2 Se See 2. Gilmore also summarized the 
speech. Highlights included Siles’ statement that the government faced two funda- 
mental problems: defense against simultaneous attacks by the displaced reactionaries 
and extremist (Communists) and control of inflation. Victory for the reactionaries 
would mean the loss of the gains of the revolution; victory for the Communists 
would leave Bolivia isolated and defenseless. To control inflation, Bolivia must 
establish conditions permitting the continuation of American aid, that is, stabilization. 
Siles also asserted his position as spokesman for the entire party, saying that the 
Executive branch could not function if the Parliament did not support its stabilization 
program, and that the labor movement must “not extend its power into other spheres 
of activity which have their own independent political, economic and social func 
tions” such as the Executive or Judicial branch. (Department of State, Central Files, 
724.11/10-2056) 





Memorandum From the Operations Coordinator of the 
Office of the Under Secretary of State (Richards) to the 
Assistant Secretary of State for Inter-American Affairs 
(Holland)' 


Washington, November 21, 1956. 


For your information, there is quoted below an excerpt from my 
preliminary and informal notes on the OCB meeting of November 
21: 


“Airlift for Bolivia 


“The joint USOM-ISIS [L/S/S?] telegram No. 151, dated Novem- 
ber 20, from the Embassy at La Paz transmitting the request of the 
President of Bolivia for an emergency airlift of food from Arica, 
Chile, to La Paz and Cochabamba, Bolivia, was considered by the 
Board.’ Mr. Spencer King of ARA reviewed the problem briefly for 
the Board and stated that the proposed airlift was intended to 
support the U.S.-sponsored stabilization program to be inaugurated 





"Source: Department of State, ARA Special Assistant’s Files: Lot 58 D 749, 
Bolivia. Secret. 

*On November 17, Siles requested the airlift, and on November 20, Drew 
telegraphed the Department asking for consideration of the proposal. (/bid., Central 
Files, 824.03/11-2056) 
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on December 1. It was pointed out that there was not a serious 
shortage of food but a psychological impact was desired to support 
the stabilization program. It was felt by the Embassy that the airlift 
would reinforce confidence in the Bolivian Government. Mr. Gray 
reported that to move the quantity of foodstuffs suggested would 
require 12 or 13 C-—54’s and would cost $200,000. He stated that 
Defense nad no money for this purpose but would consider the 
proposal sympathetically if reimbursed and if told that the project 
had high priority from a political or psychological point of view. It 
was generally agreed that neither of these two conditions could be 
met. Mr. MacArthur thereupon suggested that a much smaller airlift 
might be provided by U.S. planes in the area. Mr. Hollister remarked 
that the purpose of the airlift seemed to be to bolster the Bolivian 
Government, therefore he questioned the wisdom of the airlift being 
provided by the U.S. It would be better if the Bolivians themselves 
provide the airlift and thus get the credit. Mr. King reported on the 
number of Bolivian aircraft available and doubt was expressed as to 
whether these were adequate for the iob. It was agreed that the 





* Telegram 146 to La Paz, November 23, reported that the Department believed 
the proposed US. airlift was not necessary to develop support for the stabilization 
program. It also instructed the Embassy to inform Siles that a possibility existed that 

would be “counter-productive in that it might be interpreted as 
situation much worse than it actually is,” and that a Bolivian effort 
its own aircraft would derive maximum benefits. (/bid) On November 26 
Siles of the decision and reported that the Bolivian President ex- 
the consideration given his proposal and understanding of the 

then feasible. (/hid., 824.03/11-2656) 
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277. << 
Embassy in Bolivia 








Washington, November 30, 1956. 


157. IMF yesterday approved exchange and stabilization plans 
presented by its mission as well as standby financing of up to $7.5 
million. No public announcement for present but GOB officials here 
informed and of course all official communications to GOB on IMF 
decision will be via Eder and Antezana.* 

Treasury will negotiate exchange agreement for $5 million. ICA 
will provide $10 million for stabilization, principally in form pur- 
chase authorizations for GOB imports in public sector. These funds 
will come from regular $20 million aid appropriation. 

As part stabilization arrangements Inter-Agency Committee’ has 
approved offer of Title | PL 480 program in approximate amount 
$6,750,000 including: 40,000 MT wheat, value $3 million; 15,000 MT 
flour, value $1.75 million; 900 MT edible oils, value $350,000; 1,000 
MT lard, value $370,000. Balance of commodity composition still 
undetermined. This program supplements $9.7 million ICA funds 
committed and to be committed and is in lieu further ICA food 
imports. 

You may now inform GOB of above arrangements as basis 
inquiry whether Congressional approval required PL 480 agreement 
and where most expeditious negotiate and sign. 

FYI Eder still negotiating NY banks for additional $2.5 or $5 
million, planning stabilization move Dec. 8. End FYI. 

Will advise when public announcement stabilization package 
planned. 

Hoover 





* Source: Department of State, Central Files, 824.10/11-3056. Confidential. Draft- 
ed by Briggs and initialed by Bernbaum. 

Franklin Antezana Paz, President of the Central Bank of Bolivia. 

>The committee consisted of representatives from the Departments of Agricul- 
ture, the Treasury, and State, and IMF and ICA. 
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278. Minutes of the 253d Meeting of the National Advisory 
Council on International Monetary and Financial 
Problems, Washington, December 7, 19556’ 





[PARTICIPANTS] 


Mr. W. Randolph Burgess (Acting Chairman), Treasury Department 
Mr. George H. Willis 


Mr. John S. Hooker, International Bank 


Mr. Oscar Zaglits, Department of Agriculture, Visitor 
Mr. Edmond C. Hutchinson, Bureau of the Budget, Visitor 


Mr. Henry J. Bittermann, Acting Secretary 
Mr. CL. Callander, NAC Secretariat 


1. Bolivia—IMF Stand-By Arrangement and U.S. Stabilization Agreement 


The Chairman informed the Council that a problem had arisen 
with respect to the Bolivian stabilization program, and asked Mr. 
Willis to explain the matter. Mr. Willis informed the Council that 
the Bolivian representatives had apparently been unable to obtain 
assurances of credit from New York commercial banks, so that the 
$5 million which had been hoped for from this source would have 
to be obtained from some other source if the $25 million stabiliza- 
tion fund was to be realized (see NAC Document No. 2019,’ Staff 
Committee Minutes No. 501 and NAC Action No. 942”). On the 





"Source: Department of State, NAC Piles: Lot 60 D 137, Minutes. For National 
Advisory Council Use Only. 

? Not printed. 

*On November 21 the NAC approved consideration by the U.S. Treasury of the 
Bolivian Government's request for a US.-Bolivian Stabilization Agreement of not 
more than $5 million. (Department of State, NAC Files: Lot 60 D 137, Staff 
Committee Minutes and Documents) For further information, see US. Treasury, 

(Continued) 
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assumption that $7.5 million would be available from the Interna- 
tional Monetary Fund and $10 million from the International Coop- 
eration Administration, the question was whether the Treasury 
should increase the amount of the United States-Bolivian Stabiliza- 
tion Agreement from $5 million (as approved in NAC Action No. 
942) to $7.5 million so as to reach the total amount of $25 million. 

The Chairman commented on the Bolivian situation, emphasiz- 
ing the psychological importance to the stabilization effort of reach- 
ing the round $25 million figure, and indicated that the Treasury 
Department was willing to increase its commitment to $7.5 million. 
Mr. Schaefer reported that the International Cooperation Adminis- 
tration would be able to make $10 million available, and Mr. 
Southard reported that a $7.5 million stand-by arrangement had 
been approved by the Fund. After a brief further discussion the 
Council agreed that the Treasury Department might increase its 
commitment to $7.5 million. The following action was taken (NAC 
Action No. 949): 

“National Advisory Council Action No. 942 is hereby amended 
to read as follows: 

“1. The National Ad Council advises the U.S. Executive 
Director of the International Monetary Fund that it es his 
favorable consideration in the Executive Board of the of the 
Bolivian Government’s request for a stand-by arrangement permit- 
ting drawings up to $7.5 million. 

“2. The National Advisory Council favorable consider- 
ation by the U.S. Treasury t Bolivian Government's 
request for a United States-Bolivian Stabilization Agreement in an 
amount’ of not more than $7.5 million, with a term of twelve 
months. It is understood that under the agreement a carrying charge 
SS & 2 Saas oe eaten Soe 50 Seen See ae Mae 
bursed amount that the interest rate would be either (a) 4 
percent during the first year that any drawing remained outs 
and 5 percent thereafter or (b) 1 percent in excess of the discount 
rate of the Federal Reserve Bank of New York during the first year 
mw & & remained outstanding and 2 percent in excess of 
such rate * 


{Here follows discussion of unrelated matters.] 





(Continued) 
Annual Report of the Secretary of the Treasury on the State of the Finances for the Fiscal Year Ended 
june 30, 1957 (Washington, 1957). 
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279. Current Economic Developments’ 


Issue No. 509 Washington, December 19, 1956. 

[Here follow reports unrelated to Bolivia.] 

US Assists in Bolivian Currency Stabilization 

On December 15 the five-month old Bolivian Government of 
Hernan Siles Zuaso announced a series of economic stabilization 
decrees to halt the serious inflation in Bolivia and to restore confi- 
dence in the boliviano. To support Bolivian stabilization efforts the 
International Monetary Fund has agreed to a one-year standby 
arrangement under which Bolivia may purchase foreign currencies 
from the Fund equivalent to US $7.5 million. Further important 
support for the stabilization effort will be provided by the US 
Treasury and ICA. The latter is making available $10 million of US 
aid to Bolivia to be used in support of the program, and a US 
Treasury exchange agreement provides that Bolivian authorities may 
request the US Exchange Stabilization Fund to purchase bolivianos 
up to an amount equivalent to $7.5 million. 

Under the new stabilization program, President Siles is granted 
emergency powers by law to enter commitments to obtain stabiliza- 
tion loans and to take any measures necessary for economic stabili- 
zation such as those affecting monetary and fiscal problems, wages, 
banking, price control and regulation of public utilities. The program 
abolishes government controls as far as possible in the fields of 
exchange, imports, and prices, and envisages a single fluctuating 
exchange rate reflecting supply and demand forces. It is hoped that 
if the price of tin—Bolivia’s major export—remains high and if 
mining, industrial and government workers accept the one-year wage 
freeze provided in the plan, the Bolivian economy may respond 
favorably to realistic prices and a realistic exchange rate. 

{Here follows a history of the Bolivian economic situation.] 

Stabilization Program President Siles early announced his determi- 
nation to carry out comprehensive stabilization measures, despite 
opposition from both conservative and leftist elements. The program 
was prepared by the Bolivian National Monetary Stabilization Coun- 
cil headed by Siles and aided by three US financial advisors” and in 





* Source: Department of State, Current Economic Developments: Lot 70 D 467. Confi- 
dential. 

? Along with George Eder, Ernest O. Moore and Roger R. Freeman were serving 
through the ICA as financial advisers to the Bolivian Government. Moore had 35 
years experience in commercial and central banking, including 20 with the Federal 
Reserve Bank of New York, 5 with the Bank for International Settlements in Basle, 

(Continued) 
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consultation with a recent IMF mission to Bolivia.’ Under the 
program, a new fluctuating unified exchange rate will apply to all 
transactions, replacing the present multiple exchange system. New 
simplified arrangements will apply to exports and imports. Private 
imports will be subject to no restriction except the new customs 
tariff. 

A second series of measures concerns the adjustments in the 
prices charged and the costs incurred by the autonomous agencies, in 
order to eliminate their operating deficits. The Mining Corporation, 
the Mining Bank, the Petroleum Corporation and the Development 
Corporation have all submitted their 1957 budgets to the Stabiliza- 
tion Council, which has approved them and has suggested some 
major institutional reforms. 

In the sector of government finance, the budget will be a 
comprehensive one including all the deficits of the autonomous 
agencies, contributions to various organizations previously entitled to 
the proceeds of special earmarked taxes, and US aid counterpart 
projects. Also the Government will pay the prevailing rate of ex- 
change rather than the previous 190 rate. Wage and salary increases 
are taken into account. The Government will, however, continue the 
employment freeze in civil service positions begun in 1956. Expendi- 
tures other than wages and salaries will be reduced to operating 
costs and capital expenditures of all types are to be sharply reduced 
or postponed. Control over expenditures will now be exercised 
before rather than after contractual obligations are made. The princi- 
pal sources of mew tax revenue for the 1957 budget will be a new 
royalty tax on mineral production, a new customs tariff, a new tax 
on petroleum products and a general sales tax. The administration of 
income taxes will be improved. Local currency proceeds of US aid 
during 1957 will be used directly or indirectly, where necessary and 
possible, to cover projects for which revenue under the budget is not 
available. 

A number of measures will be taken with regard to price and 
rent control policies. Among the most important are the elimination 
of price control and revision of public utility rates. Goods supplied 
under the US aid program are to be sold at domestic currency prices 
which cover the world market price of imports at the free market 
exchange rate plus the costs of distribution. 





(Continued) 


and 3 as financial adviser to the Government of Haiti. Freeman was a tax expert who 
had been an adviser to the State of Washington, assisting in the reorganization of the 
State’s tax administration. 

* The mission was headed by Dr. Gesualdo A. Costanzo, former economist of the 
U.S Department of the Treasury and chief architect of the Greek stabilization plan of 
1947. The mission arrived October 13 and departed November 16. 
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Bank credit will continue to be controlled and existing deposits 
of the commercial banks will be frozen and released only in the 
event of a decline in deposits and in accordance with new specified 
rules. New reserve requirements will come into force along with a 
new maximum ratio of deposits to capital and reserves. Other 
decrees will concern government and agency accounts, reports to the 
Central Bank by commercial banks, rediscounts, etc. Adjustments 
will also be made in the wage and social security policies, which 
have contributed to the inflation problem. 

An important part of the stabilization program is the exchange 
budget, the primary purposes of which are to limit the imports of 
the government sector, thus leaving a larger role for private import- 
ers, and to bring exchange expenditures in line with foreign ex- 
change earnings. One of the problems in connection with the 
exchange budget was that of bilateral trade and payments agree- 
ments. These agreements have been regarded by Bolivia as a tempo- 
rary expedient, however, made necessary in some cases by petroleum 
marketing difficulties. They are expected to become less important in 
the future, particularly with the completion of the construction of 
the proposed pipeline to the Pacific. 

As a part of the effort to restore its financial standing, Bolivia 
has reached a tentative agreement with the Foreign Bondholders 
Protective Council to resume modest service payments on its dollar 
bonds of about $55 million in principal amount which have been in 
default since 1931. 

Stabilization Fund Assistance To assist in the stabilization program 
from the exchange aspect, the IMF has agreed to an arrangement 
under which Bolivia may purchase foreign currencies from the Fund 
equivalent to US $7.5 million. The Treasury Exchange agreement 
allows purchase up to another $7.5 million should the occasion for 
such purchases arise and only after the IMF fund is fully drawn. 
Bolivia would subsequently repurchase for dollars any bolivianos so 
acquired by Treasury. 

The ICA assistance amounts to making available $10 million in 
its bilateral aid program with Bolivia to assist in the stabilization 
program. This assistance comes from part of the ICA regular pro- 
gram for financing imports. The contribution may, however, be used 
in part for the purchase of commodities essential to the stabilization 
program under specified procedures and if funds are not appropriate- 
ly available from other foreign exchange holdings of the Bolivian 
Government. Part of the imports of foodstuffs which would have 
been financed through regular ICA assistance is expected to be 
replaced through sales from surplus stocks under a PL 480 Title I 
program totalling $6.75 million in commodities, principally wheat 
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and wheat flour with additional quantities of dairy products, edible 
oils and lard now ready for negotiation. 





280. Telegram From the Ambassador in Bolivia (Drew) to the 
Department of State’ 


La Paz, December 19, 1956. 


207. Embassy telegram 205.* President Siles sent for me evening 
Dec 18 to express serious concern with initial reactions stabilization. 
Appeared particularly disturbed by Lechin’s attitude that program 
proving prejudicial interests laboring class and he could not continue 
support program. 

President urged me recommend increase in stabilization fund 
and establish lower rate. I gave him no encouragement and subse- 
quently sent word through FonMin that after consulting Eder, 
Moore, Embassy staff, et al, attitude of continuing firmness in 
support stabilization program was felt to relieve situation. 

FonMin confirms reports from other sources that group left 
wing deputies interpolated govt on stabilization afternoon Dec 18. 
Cabinet unwilling participate debate has submitted resignation. Bar- 
rau expressed confidence Siles will not resign as reported other 
sources. Interpolation described by Barrau as representing culmina- 
tion long preparation by group 14 left wing deputies aimed primarily 
at right wing Cabinet members. President meeting with group key 
deputies and members CPN and Cabinet standing by at palace. I 
urged Barrau reassure President our continuing moral support and 
endeavor stiffen his attitude in crisis. 

Drew 





"Source: Department of State, Central Files, 824.10/12-1956. Secret; Niact. 

* Telegram 205 from La Paz, December 18, reported that the immediate reaction 
to the inauguration of the stabilization program was an increase in food prices and 
riots in the markets. (/bid., 824.10/12-1856) 
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281. Telegram From the Secretary of State to the Embassy in 
Bolivia’ 





Washington, December 19, 1956—7 jz. 


178. Encourage President to face initial adverse reaction with his 
characteristic courage and ride through this crisis. Present exaggerat- 
ed prices reflect scarcity of supply which will tend to decline as 
products move to markets. Working classes naturally shocked since 
their wage increases have not yet been received and prices have not 
yet settled down. 

Agree with your reassurance to President our earnest desire to 
give him every possible assistance in this situation but Bolivians 
themselves must face issue. Our position re necessity of proceeding 
with stabilization program as planned would be the same whether 
Siles or left wing heads government. As you emphasized to Siles and 
Lechin, departure Siles would not change criteria and would solve no 
problems this regard. 

1. Suggest use of government transport if necessary to move 


2. Basic principle of world market prices for essential goods 
should continue. Suggest considerably lower price for bread (en- 
forced by price control if necessary) to be financed by budget 
subsidy. Although kerosene probably not significant in cost of 
living, subsidization of this item might also be considered if import- 
ant in quieting general public reaction. 

3. Suggest all available means be used to supply meat to cities 
but warn against subsidy since present prices appear reflect scarci- 
ties. 

4. Concerning exchange system, proceed as planned. Separate 
ICA telegram on support follows. Please report daily. 

Dulles 





' Source: Department of State, Central Files, 824.00/12-1956. Secret; Niact. Draft- 
ed and initialed by Turkel. 











586 _ _ Foreign Relations, 1955-1957, Volume VII 











282. Telegram From the Secretary of State to the Embassy in 
Bolivia’ 


Washington, December 20, 1956—10:37 p.m. 


179. .. . meeting scheduled COB Dec. 21 at which Lechin may 
attack Eder and program. If confirmed, Department suggests Ambas- 
sador urge Siles summon Lechin and top COB cohorts including 
Torres to reiterate to them that, according objective views of those 
interested in Bolivia in US, their country’s economic stability de- 
pends on effective implementation present program. We recognize 
some changes may be called for as program moves ahead but essence 
remains same. They should recognize that economic problems there 
so grave they can be solved only by drastic measures, and disci- 
plined acceptance such measures must be their watchword. If they 
do not support program, can hardly expect workers do so. Lechin 
and COB had opportunity consider program before its announce- 
ment and they should cooperate in this first phase which naturally is 
most difficult because of shock of impact. Failure by them to 
cooperate can of course deal program severe if not mortal blow, but 
they should be under no illusion as to effect in US of their 
withdrawal of support. 

Dept. hopeful concessions approved Dec. 19 message’ as in case 
bread subsidy will help improve climate. Dept. prepared consider 
recommendations of Embassy and Mission if any further steps might 
be taken now to rectify any obvious inequities which inadvertently 
have appeared in program. Recommend Ambassador make perfectly 
clear to Siles and Lechin that any open attack on program and/or 
Eder at meeting 21 Dec. would be wholly counterproductive. No 
economic program of proportion now required in Bolivia could be 
expected to produce desired results in five days. More time is 
required for natural adjustments to take place and for corrective 
measures as required to be applied. 

Believe best tactic is to continue concentrate on main issues of 
continuation program and freedom of government from communism. 
Embassy’s continued emphasis on these prerequisites to continued 
US aid regardless of who President should be equally effective in 
keeping Siles in power as would making Presidency itself the issue. 
Therefore, especially important for Ambassador to ensure that Le- 
chin and COB as well as Siles understand prerequisites continued US 


support. 





* Source: Department of State, Central Files, 824.00/12-2256. Secret; Niact. Draft- 
ed and initialed by Rubottom. 
? Supra. 
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Department planning take same line in discussion to be arranged 
with Chavez Fri morning in NY if he available. 
Dulles 





283. Telegram From the Ambassador in Bolivia (Drew) to the 
Department of State’ 


La Paz, December 21, 1956—8 p.m. 


220. At meeting with President Siles afternoon December 21 
conveyed substance Department telegram 179.* He was in relaxed 
confident mood and reasonably reassuring re attitude he expected 
Lechin take at COB meeting evening same day but in my presence 
sent for Press Under Secretary Tamayo and MNR Secretary Cuadros 
Quiroga to transmit my sentiments to Lechin. He outlined long talks 
held same day with leaders key syndicates including construction, 
factory, railway, etc. During which he explained at length US 
interest in success stabilization program. 

Conversation interrupted when Siles proceeded to palace balco- 
ny to greet last contingent volunteer chauffeurs convoy returning 
from Mollendo loaded with American flour. This dramatic gesture 
while largely psychological very effective in bolstering public morale. 

President referred to disorders in principal nationalized mines 
which now appear calm. He is sending for group from Catavi to 
discuss stabilization. 

We agreed public acceptance stabilization greatly improved since 
our midnight meeting December 18. 

President enthusiastic about our intention talk to Chavez in 
New York. He described Chavez as brilliant impractical theorist who 
has been a severe critic stabilization. | urge we continue as appropri- 
ate high-level informal talks with Chavez in hopes bring him into 
line. 

Re cabinet crisis President indicated would reject resignation 
Minister Agriculture and Party Secretary Cuadros whom he referred 
to as his right arm although other minor changes including Minister 
Health’ may be necessary. He belittled proposed interpolation of 





Source: Department of State, Central Files, 824.10/12-2156. Confidential; Priori- 
, 2 


’ Juan Manuel Aramayo. 
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left-wing Deputies saying he had summoned them for curtain lec- 
ture asking why signature of FSB leaders Bilbao and Unzaga not 
included. Congress recessing December 22 to January 15 approved 
90-day extension state of siege. 

President expressed deep appreciation for our support as con- 
veyed by me in presence of Lechin December 18 meeting implying it 
was key factor enabling him weather crisis and remain in office. 

Despite probable critical discussions stabilization at COB meet- 
ings course next few days I am reasonably confident we are over the 
hump even though certain adjustments such as suggested by Depart- 
ment may prove necessary. 

Drew 





284. Telegram From the Secretary of State to the Embassy in 
Bolivia’ 


Washington, December 22, 1956—3:56 p.m. 


182. Your 220 Dec. 21 reassuring. In New York talk Friday 
afternoon Chavez similarly relaxed. He had just come from seeing 
Paz Estenssoro off to London and indicated complete support for 
stabilization plan. He predicted that COB would not attack stabiliza- 
tion but would ask for higher wages. Chavez said did not like 
subsidies any more than unrealistic exchange rates. He feels 1300 
general increase and 3950 to compensate miners for loss of commis- 
saries inadequate. Unconcerned by miners seizure of commissaries. 
He indicated complete agreement with both elements of basic US 
position. 

Obvious that Chavez is in very close touch with situation and 
appears he will cause no trouble at least for present. 

Encourage Siles to hold fast on wages. Wage price spiral cannot 
be broken if Govt gives way at beginning. Will send further guid- 
ance on this point after consulting with other Departments after 
Christmas. 

In daily financial report useful have more analysis purchase and 


sale foreign exchange. 


* Source: Department of State, Central Files, 824.10/12-2156. Confidential; Priori- 
ty. Drafted by Turkel and initialed by Rubottom. 
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While not yet out of woods Department congratulates you on 
well done job. 
Dulles 





285. | Memorandum of Conversations, La Paz, April 1957' 


PARTICIPANTS 


The Ambassador 

Mr. Gilmore, Embassy 

Mr. Eder (USOM), Stabilization Council 
Mr. Shields, Embassy 


SUBJECT 
Stabilization Council Deliberations, April 2, 1957 


Mr. Eder reported as follows: 
L Bolivia's Proposal for Increased US. Aid 


The President stated that the only solution he could envisage 
for Bolivia’s immediate problems is increased U.S. aid (see despatch 
484”). He said that he had an “absolute promise” from Ambassador 
Drew of a substantial increase in aid and that this promise had been 
confirmed by Mr. Roland Atwood of the General Collins’ mission.’ 
He also asserted that USOM/B Director Ross Moore had made an 
“absolute promise” of additional aid for supervised credit operations. 

Comment: The “absolute promises” to which the President refers 
were never given or implied. As nearly as past conversations can be 
recalled and reconstructed by the Ambassador, Mr. Moore and those 
in attendance at the Collins’ conferences, the facts are these: 





* Source: Department of State, Central Files, 824.10/4-857. Confidential. Drafted 
by Shields, First Secretary of the Embassy in Bolivia. Transmitted in despatch 580 
from La Paz, April 8, 1957. (/bid., 824.10/4-857) 

* Despatch 484 enclosed a memorandum on supplementary aid that President 
Siles handed to Ambassador Drew on March 1. (/bid., 824.00-TA/3-557) 

* Reference is to the Subcommittee of the President's Citizens Advisers on the 


development, and military programs 
Documentation is ibid., 033.1100/2-1957. 
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(1) The Ambassador upon being handed the President’s propos- 
als, stated that our government would consider it. 

(2) Mr. Atwood stated that any of President Siles’ proposals 
would receive consideration by our government which, as has been 
demonstrated, is mindful of Bolivia’s problems.‘ 

(3) Mr. Moore has on occasion referred to the channeling of 
existing ICA stabilization funds into su ised credit operations (see 
despatch 561°) but has never spoken of or implied the possibility of 
additional assistance funds. 

Mr. Eder states that, on the basis of his experience, President 
Siles tends to consider his proposals accepted unless they meet with 
a prompt and unequivocal rejection. 


I. The Wage Outlook 


The President stated that he wishes to have a consideration of 
the general economic outlook at an early meeting since he was not 
certain for how long the wage freeze could be held. He added that 
the exchange rate must be kept at or below its present level, come 
what may. 

Mr. Eder observed that if the exchange rate were to be held 
down while wages were increased, one or both of the following 
would be essential: (a) a reduction in the employer's social security 
contributions from the present 30% to, say, 10%; (b) an authoriza- 
tion to employers to dismiss employees with impunity. While the 
latter would mean unemployment, it would of course be cheaper to 
provide work relief for the unemployed than to continue fulltime 
wage payments to employees which are surplus to their employers’ 
requirements. 

Foreign Bondholders Agreement Mr. Eder reported on a recent conver- 
sation with Stabilization Council member Gisbert.° Mr. Gisbert stat- 
ed that Vice President Nuflo Chavez, whose intervention has 
blocked the implementation of the agreement reached last December 
between Mr. Gisbert and the Foreign Bondholders Protective Coun- 
cil,’ is likely to propose an alternative plan. He reports that, while in 
the United States, Chavez was approached by a Mr. Dowson, (7) 
who offered to buy up $7,000,000 of Bolivian bonds on the open 
market for $2,000,000, following which Bolivia could presumably 











*Despatch 456 from La Paz, February 21, transmitted a memorandum of the 
conference of February 16 with President Siles on the need for expanded aid. (/bid., 
824.00-TA/2-2157) 

* Despatch 561 from La Paz, March 29, transmitted a memorandum of a conversa- 
tion summarizing the deliberations of the Bolivian National Stabilization Council on 
March 26 and 27. (/bid., 824.03/3-2957) 

* Miguel Gisbert Nogué, vice-president and chief executive of the Bolivian 
National Planning and Coordination Commission. 

’ Final agreement with the Foreign Bondholders Protection Council was reached 
on June 6. (Department of State, Central Files, 824.10/6-657) 
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carry out the agreement with the bondholders at a considerably 
reduced cost. 

Mr. Eder observed that, in addition to this plan being immoral, 
it would constitute the worst possible type of public relations at just 
the time that Bolivia hopes to attract investment capital; that the 
obvious reaction in the U.S. would be that if Bolivia had $2 million 
available, it should be used for interest payments. In addition the $2 
million figure may be high in terms of current bid ask prices. 





286. Telegram From the Ambassador in Bolivia (Bonsal) to the 
Department of State’ 


La Paz, May 2, 1957—5 p.m. 


423. I have just paid informal call on President Siles at his 
request. Eder was present. President reviewed current situation af- 
fecting meeting wage freeze and need for additional US aid along 
lines familiar to Department. He expressed serious concern commu- 
nist infiltration and degree to which communist pressure forcing 
MNR labor leaders to take extreme positions. He stated COB 
conference end this month would represent critical time. He stressed 
need for wage adjustment which would restore real wages of labor 
to pre-stabilization levels. He indicated that while prices have indeed 
dropped on articles of prime necessity since stabilization, and great 
majority of people better off, 100,000 heads of families who had 
been deprived of subsidized store goods are considerably worse off 
than before stabilization and these elements are those which have 
political social influence. 

President emphasized great opportunity for successful anti-com- 
munist policy by the US if aid to Bolivia could be supplemented. He 
referred to memorandum handed Ambassador Drew some weeks ago 
and gave impression he felt he had commitment of additional aid 
from Drew and Atwood. 

In reply I was brief, friendly and non-committal. I referred to 
Washington situation surrounding FY 58 aid programs and to short- 
comings on Bolivian side including particularly failure deposit pro- 
ceeds grant food deliveries. I told President I would consider 
carefully what he had said and look forward early opportunity 





* Source: Department of State, Central Files, 824.10/5-257. Confidential. 
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Washington not particularly hopeful. 








Bonsal 





287. Memorandum of a Conversation, Department of State, 
Washington, May 9, 1957' 


First Secretary of Bolivian Embassy Mario A. Montenegro 

ARA—Mr. Rubottom 

REA—Mr. Turkel 

OSA—Mr. Bernbaum 

OSA—Mr. Briggs 

The Minister said that he had just received an urgent 
asking him to mention to the Department several 
tungsten which have been made to GSA and which 
specifications. He said that the Bolivian Government, 
speed payment for these shipments, would be 
costs of treatment necessary to remove the 
material and thus bring it up to standard. 

Department take the matter up with GSA in an effort to 
solution, in view of the immediate need of the GOB for the 
involved. Mr. Briggs replied that he had learned of the matter earlier 
that day and had already been in contact with GSA. He added that 
he would follow up this matter. 

Mr. Rubottom mentioned Bolivia's participation in the OAS 
Committee dealing with the Honduras—Nicaragua dispute’ and asked 
whether the GOB might be able to detail two of its military officers, 
perhaps from Panama, to serve on the military advisor group. 
Minister Barrau said that several Bolivian officers are taking a US. 
Army training course in Panama and that he felt it would be 
possible to detail two of them. 





* Source: Department of State, Central Piles, 824.10/5-957. Confidential. Drafted 
by William T. Briggs. 

*A long-standing border dispute was revived in early 1957 when Honduras 
established a new province which included some territory claimed by Nicaragua. 
Documentation is ibid, 615.17. 
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The Minister said that he would leave for New York May 10 
for a meeting with representatives of the Foreign Bondholders Pro- 
tective Council,’ at which time he hopes to effect a settlement with 
the Council. He added that only a minor technical point remains to 
be ironed out in these negotiations. On May 11, he added, he plans 
to leave New York for La Paz. 

Mr. Rubottom asked for the Minister's opinions on the current 


capital. He said that in respect to deposits of local currency for US. 
aid commodities he had just received a cable stating that investiga- 


GOB and USOM to stimulate sales and consequent deposits. Mr. 
Rubottom pointed out the extreme importance of these funds tor 
budget support purposes, as well as for the initiation of the Presi- 
dent’s supervised credit program. 

Mr. Rubottom then asked whether labor and its leaders are co- 
operating with and supporting the President in his stabilization 
effort. The Minister replied that the situation is difficult because 


unemployment. Mr. Rubottom wondered if m 
might not be due to the extremely heavy Social Security charges 
(35% of payroll) and to the inability of 
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He then mentioned the demands of the construction workers for 
increased compensation, saying that the amount requested is only 
approximately 6¢ U.S. per day per worker and that the construction 
workers are probably the lowest paid group in the economy. Mr. 
Turkel pointed to the fact that the majority of these workers are 
Government employees and that increased compensation for them 
would inevitably lead to similar demands from other Government 
workers, which in turn would have a serious effect on the budget 
which ‘> already running a deficit. Mr. Bernbaum questioned wheth- 
er it might not be advisable to undertake a study of the overall wage 
situation with a view to determining whether inequities exist as 
regards comparative wage levels and expressed the thought that 
perhaps to ILO, which has recently had a Mission in Bolivia,‘ might 
undertake such a study. Mr. Rubottom said that he was not sure 
that the ILO would be the best agency for the task and suggested 
that perhaps a competent technical firm might be more suitable. The 
Minister agreed with Mr. Rubottom, but said that the experiences of 
the GOB with the firm of Price, Waterhouse & Company’ had not 
been particularly fruitful. He went into this matter in some detail. 

The Minister reverted to the employment situation, saying that 
the mining corporation plans to reduce its force by approximately 
five thousand and is already working in this direction by refusing to 
fill vacancies caused by attrition. He added that the Government is 
following a similar policy and the Development Corporation has 
already made extensive cuts, but that reductions in force, both by 
the GOB and private business, have been badly hampered by the 
fact that, due to the virtual stagnation of the economy, there is 
nowhere for displaced workers to find new employment. He said 
that the operations of the Development Corporation are now virtual- 
ly at a standstill and that development work throughout the country 
has practically ceased. He reiterated that this situation makes it 
difficult for the Government to take some of the necessary measures 
under the stabilization program and expressed the hope that, in 
addition to foreign private investments which are being sought by 
Bolivia and possible future loans from the World Bank, the US. 
Government would lend a sympathetic ear to Bolivia's needs. 











* The mission of the International Labor Organization was invited by the Bolivian 
Government, at the suggestion of the U.N. mission, for the purpose of studying wage- 
price relationships in Bolivia. The mission was headed by Sir Arthur Tyndall, an 
engineer, and, since 1940, Judge of the Court of Labor Arbitration in New Zealand. 
The mission arrived on January 15, and departed a month later. Documentation is 
ibid, 398.06-ILO. 

* An accounting firm from the United States engaged in 1957 to audit the books 
of the YPFB, the government oil company. 
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Mr. Briggs interjected that, as the Minister might have noted, 
the present atmosphere in the U.S. on the part of the public, as well 
as the Congress, is not conducive to optimism with respect to aid 
programs in general. 

Mr. Rubottom remarked on his experiences in 1956 in defending 
the aid program before the Congress. He added that he considers it 
fortunate that this year he will have some definite progress to report 
to the Congress because of the stabilization program, but cautioned 
the Minister of the importance of the negotiations with the Bond- 
holders Council and the Patifo group in this respect. He once more 
emphasized the importance of local currency deposits by the GOB, 
which he regarded as the key to the budgetary problem. He said 
further that Bolivia’s needs for assistance would receive sympathetic 
consideration here. 





288. Memorandum of a Conversation Between President Siles 
Zuazo and the Ambassador in Bolivia (Bonsal), La Paz, 
June 1, 1957, 12:30 p.m.’ 


SUBJECTS 


Government's Plans to Meet Demand for Wage Increase 
The COB Convention 
Rate of Exchange and Stabilization Fund 


Status of Mining Industry 
Advance Royalties from Oil Industry 


Supervised Credit 
President Siles received me at 12:30. We talked about an hour 
and a half. 


Government's Plans to Meet Demand for Wage Increase © 


In part confirming and in part adding to what had been told me 
on May 29 by the Ministers of Foreign Affairs and of Finance,” the 
President described the Government’s plans along the following 
lines: 





'Source: Department of State, Central Files, 824.00/6-357. Confidential. Drafted 
by Bonsal. Transmitted in despatch 738 from La Paz, June 3. 

? The record of this conversation between Barrau; Hugo Moreno Cordova, Bolivi- 
an Minister of Finance; Ross Moore; and Bonsal on May 29, was transmitted in 
despatch 727 from La Paz, May 31. (/bid., 411.2441/5-3157) 
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(a) Reduction in Prices of Petroleum Products 


A reduction at this time of about 50 Bolivianos per liter on 
the retail price of the major petroleum products is contemplated. 
At a later date a further 50 Bolivianos per liter might cut 
from the prices. In the case of gasoline, currently priced at 400 
Bolivianos per liter, this would mean a reduction of 12/42% now 
and eventually 25% in total. 

The President stated that YPFB is about the only profitable 
government agency and that it was therefore a highly delicate 
matter to take any step to affect its budget or to reduce its 
capacity for growth. He said it was highly important to main- 
tain ’s ability to supply the domestic market and to 
expand. He said that he believed, however, that the $2 million 
in advance royalties which he anticipated from the new holders 
of the ex-McCarthy contract plus the $5 million in advance 
royalties to be anticipated from the successful bidder for the 
Madrej nes tract (most probably Gulf but certainly another 
“solid” company, according to the President) would relieve 
YPFB from the necessity of financing its growth and develop- 
ment from earnings and would hence enable it to make the 
reductions on its sales prices indicated above. 

(Comment: It is interesting to note that the President did not 
mention the renegotiation and extension of YPFB’s supply con- 
tracts which had indicated to me by the Forei inister 
as the basis for YPFB’s proposed reduction in the sales price of 
its products, nor did the Foreign Minister allude to the possibili- 
ty of advance royalties as mentioned by the President.) 


(b) Reduction in Food Prices 


The President has in mind that the reduction in fuel prices 
plus various reductions to be introduced in food prices and 
possibly the prices of other products might produce a net 
reduction of 5 to 7% in the cost of living. He was not too 
specific here and our exchange of views centered mainly around 
American food prices and distribution. 

The President said that he would like to be able to sell 
more American food in Bolivia at lower prices and that he 
would also like to avoid the growing budgetary deficit which 
results from the differential between American billings and the 
returns obtained by the Bolivian Government. I said that I 
og = the price at which American food products are billed to 
the Bolivian Government is fixed by law. 

The President and I agreed that a return to the subsidized 
prices of former years must be avoided. We also agreed, howev- 
er, that Bolivian distributors could omg b expected to dispose 
of American food products at prices which failed to take into 
account such current market conditions as the price of locz. 
products and of products imported from the Argentine. (Al- 
though I did not mention it to the President, it also appears that 
American exporters are able to put down American food prod- 
ucts in Bolivia at prices below those currently billed by ICA.) 
The President is aware of the problems being encountered by 
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Bolivian distributors in certain areas in disposing of American 
products. I told the President, as I had the Ministers of Foreign 
Affairs and of Finance that I would be glad to look into this 
whole matter on the basis of specific information to be fur- 
nished by the Bolivian Government. 

I took advantage of the opportunity to raise with the 
President the problem arising from the fact that many Bolivian 
distributors are much in arrears to the Bolivian Government for 
American products. I made clear to the President, as I had done 
on previous occasions that what we are worried about are not 
amounts representing inventories in the hands of distributors 
but amounts due on account of products which have long since 
reached the ultimate consumer. The President said he fully 
realized the implications of this matter, that he regarded it as of 
the same seriousness as the contraband problem which "oo 
us in past years and that he was squarely behind the efforts 
being made by the Minister of Economy” to bring these ac- 
counts up to date. The President was most emphatic on this 


point. 
(c) Increase in Wages 


The President contemplates a wage increase of about 10% 
of local payrolls to be concentrated mainly on wages of less 
than 200,000 Bolivianos (less than $27) monthly. This is to be 
financed through a reduction from 30% to 20% in the social 
security payments due, and in some cases paid, by employers. 
(Workers pay 7/2%). The President went on to say that if this 
reduction is to be achieved, it would be important for the 
United States in some fashion to lend $2 million to the Social 
«5 Aapaenr | to complete a number of hospitals which it 
would be unable to finance if the reduction goes into effect. 

I told the President that I would, of course, convey to the 
pro people in Washington his views on this subject, but that 

felt I could not encourage him to a favorable reply. I 
mentioned our current appropriations situation, the need to use 
such United States funds as are available above and beyond 
support of the Bolivian budget for immediately =. pur- 
poses and the further fact that a Social Security Institute enjoy- 
ing 27%2% of the local payroll should be able to finance what 
local circumstances would justify. We discussed this matter 
inconclusively for some time. 

Summing up, the President said that the above measures 
should result in a 15% increase in the pues power of 
Bolivian employees and laborers. The Labor Federation at its 
forthcoming convention (June 1-June 10) will probably demand 
a flat 30% increase in wages. 


The COB Convention 


The President gave me some information about the speech he 
intends to make before the Convention on June 3. He will stress the 








* Jorge Tamayo Ramos. 
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need for sacrifice, belt-tightening and productivity. He will describe 
other revolutions, including the Chinese. I suggested he might also 
refer to the war effort of American labor as illustrative of how a 
great labor movement acts in time of national crisis. He said he 
would adopt this suggestion. I did not gather that he expects to 
include any definite proposals in this speech. 

The President said that we would hear “a lot of what the 
Argentines call ‘blah-blah’ ” during the labor conference but that the 
important thing would be the conclusions reached. He said he 
thought they would be such that the Government could handle 
them with the program described above and they would not imply a 
break between the Government and labor. . . . 


The President’s manner in discussing the situation was confident 
and assured. 


Rate of Exchange and Stabilization Fund 


I raised this problem with the President pointing out that in the 
past month there had been a net excess of demand for dollars over 
supply of more than $2 million and that during the last few days the 
rate of loss was apparently moving sharply upward. I referred to my 
conversations on this subject on May 29 with the Foreign Minister 
and the Finance Minister and of May 31 with the Finance Minister 
in which, without proposing any specific solution, I had expressed 
serious concern and had stated again the position of the contributors 
to the Fund in the sense of not using their money in a vain effort to 
peg a rate inconsistent with market conditions. I recalled to the 
President that my observations and those of Mr. Ross Moore of 
USOM on the subject had been made in connection with the Central 
Bank’s request for an additional stabilization contribution of 
$500,000 from ICA upon which we had not yet found it possible to 
reach a decision. 

The President said that he too was worried about this matter 
and was particularly concerned at anything which would further 
depreciate the Boliviano. He said that he was investigating the whole 
situation and would look forward to discussing it with me further 
on June 5.‘ 


Status of Mining Industry 


The President and I discussed the :nining industry along familiar 
lines. He recognizes the need for some sort of a settlement with the 
former owners of the nationalized mines though he was highly 





*No record of this meeting has been found in Department of State files. 
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critical of their attitude. He stated that at the same time the former 
owners are pressing for a maximum settlement they are doing 
everything in their power to see that Comibol gets no financial help 
from abroad. Without such help, it will not be possible to make a 
settlement. The President hopes IBRD will be able to help. 

Advance Royalties from Oil 

The President expressed a good deal of optimism about the 
possibility of advance royalties from the oil industry. He is appar- 
ently counting on $2 million from the new holders of the ex- 
McCarthy contract, $5 million from the successful bidder for the 
Madrejones tract (he expects it will be Gulf), and possibly other 
advances from Gulf and from the ex-McCarthy or Holland group. 
He is wondering whether it might not be possible in addition to get 
7 million dollars from IBRD as financing for the proposed pipeline 
to Arica (to which Gulf is partly committed). 

I did not feel called upon to comment on these various possibili- 
ties. | was struck by the fact that the President did not, in this 
connection, mention the various past due obligations which make 
the current financial situation of the Government, of the Central 
Bank and of Comibol among others so precarious. 


Supervised Credit 

The President stated that he expects shortly to set up the 
Institute of Supervised Credit. I said I hoped USOM would have 
some available funds for these general purposes but that this would 
of course depend on the rate of counterpart generation which in turn 
is largely dependent on collections by the Bolivian Government from 


distributors of United States aid foodstuffs. 
Philip W. Bonsal 
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289. Memorandum From the Ambassador to Bolivia (Bonsal) 
to the Assistant Secretary of State for Inter-American 
Affairs (Rubottom)' 














Washington, June 26, 1957. 
SUBJECT 
Summary of Consultations in Washington 


The purpose of this memorandum is to summarize very briefly 
the various discussions which I have had during my period of 
consultation here and to formulate certain recommendations. 


Additional Aid Requested By President Siles 


As I had anticipated and as I indicated to President Siles on June 
13, there is apparently no immediate possibility of securing any 
additional aid to Bolivia because: 


a. ICA believes aid already granted is not being made wholly 
effective due to delays in counterpart generation and in the develop- 
ment and submittal of pro for which aid is already available, to 
say nothing of those for which additional aid t be required, and 

b. FY-—1958 appropriations are not yet available. 


Dr. FitzGerald has, however, agreed to permit us to use the 
$1,153,000 of uncommitted aid funds remaining in the FY-1957 
appropriation as a cash grant to be used to purchase bolivianos from 
the Central Bank. I intend to tell President Siles that the bolivianos 
resulting from this $1,153,000 in funds previously uncommitted can 
serve as a basis for initiating the supervised credit program. We 
should be guided in part by USOM’s planning but principally by 
President Siles’ judgment in determining which projects should be 
given preferential treatment. I will say to President Siles that, in 
view of the fact that there are stocks of U.S. food and textiles in 
Bolivia sufficient for several months consumption, and in view of 
the further fact that considerable additional stocks of food are 
provided in the PL-480 agreement recently signed, it is evident that 
much of our FY-1958 program will be available for other than food 
imports, and that it is my hope that the program can concentrate on 
development purposes. This is important to combat criticism to the 
effect that stabilization has, in effect, meant a drastic reduction in 
economic activity. It is also important to expedite consideration 
especially by ICA/W and USOM of the FY-1958 program in the 
light of the Bolivian budget and balance of payments estimates for 
1958. 





*Source: Department of State, Central Files, 611.24/6-2657. Confidential. 
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I am hopeful in this connection that you and others in the 
Department will find it possible, as you indicated it was your 
intention, to put together some sort of a “special package” which I 
can hand to President Siles in the relatively near future. Such a 
package should include an allocation from the Smathers fund for 
general health purposes (anti-smallpox campaign, medical education, 
hospital equipment, etc.). 


Replies To Bolivian Memoranda 


I require instructions regarding answers to be made, preferably 
in writing, (a) to the memorandum given me by President Siles on 
June 12 requesting additional aid of $10 million,’ and (b) to Minister 
of Economy Tamayo’s memorandum of June 6° regarding food 
collections and prices.* 


PL-480 Program 


The current PL-480 agreement should produce the equivalent of 
$3 million in bolivianos to be loaned to the private sector and $2.5 
million in loans to the public sector. Although these funds will not 
actually be generated until well into 1958, it is most important that 
projects for their effective use be developed without delay. I am 
hoping that we can get from ICA energetic co-operation along these 
lines, including activation of the signature of the loan agreement, a 
draft of which is presumably in La Paz for comment. This agreement 
when approved will be signed by Ambassador Andrade on the one 
hand and by the Export-Import Bank acting as agent for ICA.° The 
Department can be most helpful in following up on this matter. (Mr. 
Briggs and Mr. Silberstein have agreed to prepare a check list and 
schedule of items to be covered in Washington and in La Paz.) 


Prices At Which US. Aid Foodstuffs And Other Items Are Sold In Bolivia 


This matter was extensively discussed with Dr. FitzGerald, and 
he expects to let me have some positive word prior to my departure. 
It is my intention to tell President Siles that, if in his judgment the 
prices at which U.S. aid items are currently being sold in Bolivia is 





*A memorandum of the conversation between Siles and Bonsal on June 12, 
regarding supplemental aid was transmitted in despatch 774 from La Paz, June 14. 
(bid., 724.11/6~-1457) 

* Not printed. 

* A marginal notation next to this paragraph reads: “We can’t get clearance at this 
time for anything more than B. [Bonsal] has already told S. ] & if we put into 
writing & clear it all around it will look less encour{aging] than his words.” 

* The agreement further amending the agricultural commodities agreement of June 
7, 1957, was effected by an exchange of notes at La Paz, August 30, and entered into 
force on the same date. For text, see TIAS 3897. 
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hampering consumption of these goods in comparison to consump- 
tion of similar goods from other sources, and if he believes that a 
demand for dollars is being created for the importation of this type 
of goods from other than U.S. aid sources because prices are more 
attractive than those charged for U.S. grant aid items, then the 
Bolivian Government should without delay lower prices on U.S. 
items to levels consistent with local and international market condi- 
tions. I hope that we will be able to reduce US. billing levels also, 
but the main problem is that of current prices in Bolivia. This is a 
problem on which we may need the help of a marketing expert. 


Mining Situation 


I have discussed with ICA and with the IBRD, the Export- 
Import Bank, and others the serious situation resulting from the 
decline in Bolivia's mining production, particularly in the national- 
ized sector. I have also discussed the status of negotiations between 
the Bolivian Government and the former owners of the nationalized 
mines. Although I have received no indication of any change in our 
present negative policy toward the nationalized mining industry, | 
hope that I have made the point that in the absence of improvement 
in the productivity of the Bolivian mining sector, all efforts to 
improve the Bolivian economy tend to be nullified. I think that we 
will have to continue working on the subject in order to find out 
whether there is not something which we can do to help Comibol to 
obtain working capital for a minimum of productive projects. For 
instance, the required $1.5 million for Catavi and Colquiri is most 
urgent. It will perhaps be obtained from private sources. We must 
also stress in the FY-1958 program projects designed to absorb 
miners who should be eliminated by the nationalized mines. 


Negotiations With Former Mine Owners 


I do not believe that, if left to their own devices, the former 
owners and the Bolivian Government will reach any agreement as to 
total compensation. The immediate situation with which we are 
confronted includes serious doubt as to whether the present rate of 
indemnification payments can be maintained. I can conceive of no 
method of arbitration satisfactory to both parties. A possibility 
which has been suggested would be for the Bolivian Government to 
address a formal request to the IBRD for advice as to the bases of a 
fair settlement. This possibility might be investigated by the Depart- 
ment at a high level in IBRD. Another possibility would be for the 
Department itself to take an active role in the matter and to indicate 
to the Bolivian Government and to the former owners an opinion as 
to what would constitute a fair settlement. Our influence in securing 
acceptance of such an opinion would be great. I have discussed this 
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with Mr. Herter and with Mr. Dillon, and I believe that the 
importance of the matter warrants the following up and the devel- 
opment of some formula. In this connection, | have been impressed 
in the talks which I have had with high officials of many agencies in 
Washington with the general realization of the political elements 
involved in this situation. 

Visit to the United States by President Siles 


I recommend we give favorable consideration to including a visit 
to the United States by President Siles in 1958. He is an outstanding 
figure among the Chief Executives of this hemisphere in the matter 
of courage, intelligence, and respect for human rights. I would 
appreciate being advised as soon as possible of the decision reached. 


CCC-Type Project for Unemployed 


I urge a favorable decision on this project to the extent of 
permitting the start at an early date of a pilot unit using mainly 
equipment already in Bolivia. There are political and other implica- 
tions involved which I consider can only be properly weighed on 
this basis. I consider that this project represents a promising ap- 
proach to one of our major problems, and that it should be explored 
on a practical basis without delay. 


Replacement for George Eder 


I took occasion on June 24 to call Mr. Charles Hilles, Executive 
Vice President of International Telephone and Telegraph, in order to 
tell him how deeply impressed and warmly appreciative I had been 
of Mr. Eder’s work. Mr. Hilles said that his Company was most 
anxious to get Mr. Eder back. I think it would be a good idea for the 
Secretary to write a letter to General Edmund H. Leavey, President 
of the International Telephone and Telegraph, expressing our thanks 
for Eder’s services. Perhaps Mr. Hollister would like to write a 
similar letter. Mr. Eder left Bolivia on June 25. 

With regard to Mr. Eder’s successor, I have talked with Mr. 
Elmer G. Burland, who is retiring from the IBRD, and to Mr. Albert 
Waterston, of the same organization. I believe that both of these 
gentlemen could handle the job in Bolivia. My preference would be 
for Mr. Waterston because he is younger and speaks Spanish, while 
Mr. Burland is 65 and admits that his Spanish would require 
considerable brushing up. Also, I am familiar with Mr. Waterston’s 
work in Colombia, and we are good friends. I would recommend 
that Mr. Rubottom ask Mr. Waterston to come over in order to 
discuss the possibility of his taking this job, and that, if he is willing 
to do so, we then make a high level approach in co-operation with 
ICA and perhaps also with the Treasury (Mr. Burgess), in order to 
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persuade Mr. Biack to give Mr. Waterston the necessary leave of 
absence. 


Personnel 


I wish to reiterate the high opinion which I have already 
expressed of Mr. Gilmore, and I hope that some suitable Deputy 
Chief of Mission job can be found for this very fine foreign service 
officer whose age (55) and record warrant full recognition. 1 would 
also like to stress the importance of filling the Economic Counselor 
vacancy on which people in Washington have been working for the 
last year or so. With the departure of Gilmore in August and of 
Bridgett toward the end of the year, we will be very much weak- 
ened in this field. During my stay here, a number of names have 
been investigated, and I have made a couple of suggestions, but 
nothing definite has been decided yet. 


Housing 








I wish to reiterate my recommendation that steps be taken by 
purchase or by building to provide an adequate Ambassador’s resi- 
dence in La Paz. The present residence which is owned by us would 
be a quite suitable residence for the Deputy Chief of Mission.” 


Cochabamba Consulate 


Please let me know as soon as possible when we have an 
affirmative decision on this matter. This Consulate will be most 
useful to us, and the announcement of a decision to re-open it could 
serve a most useful political purpose.® 





” A marginal notation reads: “No go.” 
* A marginal notation reads: “Still dubious.” 
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290. Despatch From the Ambassador in Bolivia (Bonsal) to the 
Department of State’ 





No. 114 La Paz, August 13, 1957. 
SUBJECT 


Conversation Between Assistant Secretary Rubottom and President Siles 
Concerning Supplementary Aid for Bolivia’ 


On August 9, 1957, Assistant Secretary of State Rubottom 
conferred with President Siles and the principal members of the 
Monetary Stabilization Council concerning the current acute eco- 
nomic situation in Bolivia. A memorandum reporting this conversa- 
tion in detail is transmitted herewith. 

The President also handed Mr. Rubottom a memorandum’ em- 
bodying the salient points of the analysis presented at this meeting 
and renewing the request which had originally been made in March 
1957 that the United States Government give consideration to a 
program of supplementary aid. In summary this request is as fol- 
lows: 

1. Ordinary aid to cover the needs of the National Budget. 

2. US $20 for a time, to capital for the 
sued ene terete 
ue . ys ager poe ayy Bang nyt po the resettlement of 

us u problem of unemployment. 
ietm nition biae’” Cee 

a minimum 

i Saou and facilitiog for’ tee affective use of the Monetary 
Stabilization Fund. 

6. Assistance in obtaining external credit, especially for the 


development entities. 


It will be noted that points 1 through 4 are virtually identical 
with those submitted with the memorandum of March 1, 1957 (see 
Embassy Despatch No. 484 of March 5, 1957*). As the Department is 
aware President Siles has been informed orally that there is no 
prospect of supplementary aid beyond the expected FY 1958 eco- 
nomic development assistance program. In view of the receipt of this 
further memorandum instructions are requested regarding the an- 
swers to be made, preferably in writing to this latest request. 





* Source: Department of State, Central Files, 824.00-TA/8-1357. Confidential. 

*Rubottom visited B. via August 6-10. Documentation is ibid, Rubottom Files: 
Lot 59 D 573, Bolivia. 

* Attached to the source text, but not printed. 

* Not printed. (Department of State, Central Files, 824.00-TA/3-557) 
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MEMORANDUM OF CONVERSATION 
August 9, 1957. 


SUBJECT 


Discussion Between President Hernan Siles Zuazo and Assistant Secretary 
Rubottom Concerning Current Bolivian Economic Problems 


PARTICIPANTS 
President Hernan Siles Zuazo 


i 
| 
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He 
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had presented the foregoing situation very frankly without conceal- 
ing any of the unfavorable aspects. He had done this because he 


the progressive exhaustion of the mines, and problems of labor 
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discipline in the mining corporation. These factors will make it 
necessary that the COMIBOL operated mines in Potosi, Pulacayo 
and Oruro must, without further delay, make a substantial reduction 
in personnel if they are not to close altogether. The wolfram mine at 
Bolsa Negra must be shut down in view of the catastrophic decline 
in wolfram prices. These reductions in force are creating a serious 
unemployment problem. In the industrial field also a decline in 
consumer demand has created a surplus of industrial workers. The 
President estimated that the combined prospective unemployment 
would reach 10,000. The only solution is to facilitate the return of 
these workers to the agricultural sector. A number were formerly 
agricultural workers. The Government has developed a resettlement 
plan entailing a capital expenditure of $1,000 per family. Hence, it 
urgently needs a resettlement fund of approximately $10 million. 
The President emphasized that this is Bolivia's most serious current 
problem. He went on to say that the International Mining Company 
mine at Chojlla will also have to close as a consequence of the 
decline in the price of wolfram and thus an arrangement providing 
adequate severance pay to the miners is under negotiation. He said 
the resettlement plan which the Government hopes to put into effect 
has the advantage of increasing agricultural production, especially in 
coffee and fruit, and in addition to serving the domestic markets, it 
is expected that increased quantities of these products can be ex- 
ported to southern Peru and northern Chile. There is, for example, a 
developing market for oranges in southern Peru. Coffee also has 
good prospects. Studies made in the National Planning Commission 
indicate that the net yield per hectare in other coffee producing 
countries varies between $800 and $900. The President does not 
expect to achieve this figure in Bolivia but considered that a net 
yield of $400 per hectare is entirely possible. The plan contemplates 
granting four hectares of land per family producing an estimated net 
income of approximately $1500 per year which, he said, is substan- 
tially above the former average earnings of such workers. The effect 
would be to give them economic independence and to establish a 
sound rural dem.» .cy. He said that unfortunately the putting of the 
plan into effect has been handicapped by the lack of sufficient 
numbers of qualified technicians. He had instructed the President of 
the Central Bank to take charge of the program. In the near future a 
committee of workers from the Chojlla mine and from the Finase 
textile mill (which has a substantial number of surplus workers) will 
visit nearby areas in the Yungas, where state lands are available, to 
choose appropriate resettlement sites. 

The President then turned to the problem of the Stabilization 
Fund. He said that week after week the Stabilization Council has 
been performing miracles to secure the necessary supplies of dollars 
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to keep the exchange market open. He expressed his profound 
appreciation for the close collaboration of the Embassy and the 
USOM Mission in this connection. He said experience had demon- 
strated that the Stabilization Fund must have more “flexibility” and 
more resources if the serious risk that it may be necessary on 
occasion to close the exchange market is to be avoided. 

He then turned to the problem of economic diversification. He 
remarked that Mr. George Eder, former Executive Director of the 
Stabilization Council, had collaborated very closely with his Bolivian 
colleagues during the planning state of the Stabilization Program to 
make the necessary reductions in the internal investment budget. He 
paid tribute to Mr. Eder’s work and expressed regret that as a 
consequence the latter had become the object of strong political 
attack from certain quarters. The plan followed had been to elimi- 
nate so far as possible all projects where there was no prospect of an 
immediate return in the form of new exports or in the saving of 
exchange for imports. Experience had shown that despite drastic 
initial cuts it would be necessary to cut back Government invest- 
ment even further. A special problem had arisen in connection with 
YPFB, the State oil company. Its development dollar budget was 
originally fixed at $12.6 million for the year but the company has 
encountered difficulties in availing itself of the dollars thus provid- 
ed, partly because it lacked sufficient bolivianos to make the ex- 
change purchases and partly as a result of technical difficulties in 
placing orders for needed equipment. The Government is much 
concerned lest YPFB fall in the same condition as COMIBOL. Its 
development expenditures must continue, since the yield of existing 
wells is declining and unless new wells are brought in it may again 
be necessary to import the petroleum products. 

Turning to the problems of COMIBOL the President referred to 
a recent roundtable meeting of mine managers, union leaders and 
COMIBOL executives which had been called to consider measures to 
reduce current operating deficits. This meeting had recommended 
that COMIBOL must have an immediate additional investment of $3 
million to maintain its existing equipment, which is badly depreciat- 
ed, and an additional $5 million for essential plant expansion. 

The President then referred to the recent settlement with the 
foreign bondholders and also mentioned the negotiations with the 
owners of the expropriated mines. He said the Government is 
ee ae a cee thet tae aa ee oe 
ducted both in the United States and elsewhere by the ex-mine 
owners against the Bolivian Government will make any settlement 
most difficult. He said the Bolivian Government wishes to indemni- 
fy them but that it will not tolerate their interference. 
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Summarizing the economic situation the President said there 
appeared to be two possibilities: (1) an increase in the amount of aid 
and (2) possible further stimulus to private investment in the petro- 
leum, mining and agricultural fields. He then referred to the political 
situation saying that two aspects of recent developments should be 
especially noted. The first is the common fight against communism. 
Communists in Bolivia are currently saying that the Siles administra- 
tion has won the test of strength involved in a recent general strike 
issue, but that they expect new opportunities to attack the Govern- 
ment. The President said that if incomes and exchange earnings 
decrease further these new opportunities will certainly become avail- 
able to them. The second factor which seemed to him to deserve 
emphasis is the progress that had been made in recent months in 
strengthening democracy in Bolivia. He compared the recent out- 
break in Chile with the threatened general strike in Bolivia at the 
end of June. He noted that there had been no arrests or shooting of 
people in the streets here and that the general strike threat had been 
avoided solely through democratic persuasion. The Government has 
no fear of the political opposition in the Congress, and he felt it 
could be justly said that Bolivia had advanced more than other 
countries in spite of its unsatisfactory economic situation. This, he 
submitted, is a justification for further aid. He went on to express 
his deep appreciation for the aid that had already been given. 

Foreign Minister Barrau then spoke, emphasizing especially that 
the future of Bolivia lies in the further development of the mining 
industry. He said that, including private mining, the number of 
workers involved may approach 100,000 and that he considered an 
estimate of 10,000 excess workers at the present time to be very low. 
Some can return to farms on their own initiative but he placed the 
numbers who might need assistance as nearer 15,000 than 10,000. To 
avoid this amount of displacement of workers and because mining 
offers the best prospects for early exchange returns, he emphasized 
especially that there should be substantial immediate investment in 
this field. With reference to the estimated exchange budget deficit 
for the second half, calculated by the Ministry of Finance at $5 
million, he expressed the opinion that the short fall would be nearer 
$10 million. He said private miners had been particularly hard-hit by 
lack of credit. More than $3 milliom worth of necessary mine 
supplies are in the ports because private miners cannot take up 
import collections. With the drop in world minerals prices many 
mines today are operating at a loss. He cited especially Pulacayo, 
which will have a loss this year of approximately $500 thousand, 
and the San Jose Mine, which is currently losing $10,000 per day. 
He emphasized that the mining prospects are very alarming. COMI- 
BOL must have $3 million urgently to maintain its existing equip- 
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ment. In addition it must have new investment if production is not 
to drop further. He referred to negotiations with IBRD for a loan to 
COMIBOL and expressed the opinion that the resulting increase in 
production would permit the re-payment of such a loan within one 
year. He emphasized again that Bolivia’s future lies principally in 
mining, that returns in this industry will be the most rapid, that 
petroleum and agricultural diversification will provide slower yields, 
and that the current situation is critical. 

The Minister of National Economy then spoke reiterating a 
number of the points made by the President and the Foreign 
Minister. He called attention especially to the probability that if the 
sales of dollars to the private sectors continue at the rate which 
prevailed in the first half of 1957, the deficit in the exchange budget 
will be substantially higher than the $5 million estimated by the 
Ministry of Finance. He spoke particularly of the decline in wolfram 
prices and urged that the contracts with GSA which are now 
maturing be renewed. He said that some 8,000 families are affected 
and that the resulting unemployment is Bolivia’s principal current 
problem. He emphasized that the Government had foreseen the 
development of this situation as early as March of 1957 and that he 
saw no solution for it except granting of supplementary aid to 
forestall an economic collapse. 

The Foreign Minister then referred to a memorandum of March 
1, 1957 (see Embassy Despatch No. 484 of March 5, 1957).° He said 
the plan presented therein would permit Bolivia to be economically 
independent within three or four years. The present level of aid 
offers no prospect that Bolivia can eventually stand on its own feet. 
He said also that an additional current difficulty is the fact that a 
substantial part of the US aid arrives in the form of food. These 
food products are in part competitive with locally produced agricul- 
tural products with the result that Bolivia’s own production cannot 
increase. The Government is most anxious to stimulate agriculture 
and is alarmed by the developing surpluses in some of the US aid 
products. It hopes that some means may be found whereby the 
value of these products can be made available as cash grants to 
increase investment. 

The Foreign Minister then referred to the problem of the court 
attachments against Bolivian funds deposited in the United States 
banks. He said that unfortunately the GOB had been unable to pay 
all of its commercial debts maturing during the first half of 1957, 
and that although a new settlement plan had been proposed to the 
creditors not all had accepted it. He emphasized the strong opinion 
of the Bolivian Government that the funds of the Central Bank 





5 See footnote 2, Document 285. 
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should be immune from attachment. At the forthcoming Buenos 
Aires conference the Bolivian delegation will propose a clause in the 
proposed Inter-American Economic Agreement guaranteeing the im- 
munity of the funds of all state banks. He said GOB considers that 
action taken by the United States courts in this matter to be an 
infringement of sovereignty and that such funds should not be 
subject to the courts in other countries. He expressed the hope that 
the State Department would support this position and he said that 
Bolivia is also requesting the support of the International Monetary 
Fund. He remarked that there are increasing numbers of state banks 
in the various Latin American countries and that it will be an 
impossible situation if any United States resident can obtain a court 
attachment against these foreign bank funds. 

Mr. Rubottom then spoke, saying first that he wished to thank 
the President and the Ministers for the foregoing very clear presen- 
tation of their problems. He referred also to the successes of the 
Stabilization Program. He went on to say that it would be difficult 
for him to comment in detail on all of the matters which had been 
mentioned but that it had been apparent for some time that a 
reappraisal of the program is definitely called for, and for this reason 
he had taken advantage of his trip to Buenos Aires to stop in Bolivia 
to become better acquainted with the Bolivian officials and to have 
an opportunity to discuss their problems with them. He said he 
would comment on two aspects of the situation; first the political 
and secondly the economic. With regard to the political aspect he 
said that he was most pleased with the developments which had 
occurred and wished to congratulate the President on his recent 
successes in this regard. It should be recognized, however, that the 
political situation can easily deteriorate if the economic problems are 
not solved. He felt that the analysis presented by the Bolivian 
officials was essentially correct. He said he had just finished his 
presentation of the proposed Bolivian aid program for FY 58 to the 
United States Congress, and that he saw a distinct possibility that 
the Congress would act favorably on the Bolivian aid program 
submittals. He had encountered considerable sympathy in Congress 
for Bolivia's efforts to stabilize its economy, and he was confident 
that the Bolivian aid program would be continued. There is a general 
realization, he said, that the United States and Bolivia are in partner- 
ship in this matter and that while the problem is Bolivia’s in the 
first instance, it will become a problem for the United States and for 
the continent as a whole if adequate solutions are not found. 

With reference to the details of the program, Mr. Rubottom said 
that consideration has been given and is being given to some 
changes in the form ox aid. Efforts are being made to ensure that the 
amount of aid granted shall more effectively accomplish its purposes. 
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He remarked that the President’s plan to resettle 10,000 heads of 
families is similar to programs undertaken in other countries and 
that the latter have encountered numerous problems in attempting to 
carry out these programs. He expressed the opinion that the cost of 
such a resettlement plan would be considerably higher than that 
estimated by the Bolivian Government and noted also that the plan 
to grant four hectares of land to each family is much more modest 
than similar plans in other countries. (The President interjected at 
this point that land to be allocated per family would cost the state 
nothing.) Mr. Rubottom went on to say that the plan to develop 
exports of citrus fruits seemed to him very constructive and that he 
hoped that the United States might be of some assistance in this 
regard. With reference to the problems of the mining industry, 
especially as regards the recent decline in world prices, he said the 
situation as regards lead and zinc has been particularly troublesome 
to the United States. He referred to the serious condition of mining 
in the twelve states in the United States and to the political pressure 
which had been developing in the Congress. For example, Senator 
Mike Mansfield of Montana, normally a strong advocate of free 
trade principles, has taken the position that additional protection to 
domestic mining is essential under present circumstances. It is hoped 
that the low prices will be temporary and that revived demand will 
somewhat reduce the seriousness of the problem. He said that 
Mexico is planning to call a meeting of the chief lead and zinc 
producing countries with a view to developing a production control 
agreement. While this may not be the best approach to the problem 
it is indicative of the seriousness with which it is viewed. With 
regards to wolfram the GSA has currently a very large reserve. It 
will be most difficult to renew the maturing wolfram contracts. The 
decline in the price of copper is also serious but has not created an 
acute problem as is the case with the other metals. 

Mr. Rubottom then referred to the recent bondholders settle- 
ment saying that this action had made a favorable impression on the 
Congress. Some members of the Congressional committees had 
asked, however, concerning the mineowners settlement. Mr. Rubot- 
tom stated that he did not accept the mineowners propaganda, but 
that nevertheless they received some hearing in US Congressional 
circles, and that it would be most desirable to reach an equitable 
settlement. He emphasized especially that official Washington has 
never considered that this matter should be treated on a quid pro 
quo basis. Good faith negotiations are sufficient from our viewpoint. 
If the negotiations are currently stalled, he expressed the hope that 
they might be renewed and pushed to an early conclusion. As 
regards Bolivia’s current efforts to secure IBRD financing, he stated 
he would discuss the matter with President Black upon his return. 
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He added he did not believe that IBRD was thinking in terms of a 
quid pro quo for its financing. Regarding the problem of stimulating 
private investment he noted that a very good impression had been 
created by the acceptance by Bolivia of the investment guarantee 
program and by the favorable reception accorded the oil companies 
and other interested private investors. One problem, he noted, is the 
37.5 percent social security contributions required in Bolivia. He 
expressed the opinion that if these cannot be modified it cannot be 
expected that private investment will develop substantially. 

Turning to problems of COMIBOL and YPFB, he said that 
discussions are going forward in Washington on the possibility of 
assisting these two entities. He hoped that a formula might be 
found, especially as regards YPFB, and he stated that the recent 
decisions taken in the Stabilization Council regarding the exchange 
problems of the latter had been favorably noted in Washington. 
With regards to the Stabilization Plan he remarked that its results in 
many respects had been almost miraculous, but as in other human 
affairs it could always be re-examined and improved. In the US 
Treasury and the International Monetary Fund there is great anxiety 
to maintain the free exchange market. It is hoped that revised tariff, 
tax measures and further credit controls may be effective in reducing 
the demand in the private sector. 

On the problem of fund attachments he remarked that Ambas- 
sador Andrade had been asked to supply additional data concerning 
the nature of the debts and the claims made by the creditors, and 
that with these data at hand it is hoped a decision can soon be 
reached regarding the Department’s position on immunity. He had 
discussed the matter in detail with the State Department legal 
advisor and with Secretary Dulles. In general, the Department has 
followed the policy that the use to which foreign funds are devoted 
shall determine whether they may be accorded immunity from court 
action. Foreign Minister Barrau commented at this point that the 
International Monetary Fund has suggested that COMIBOL foreign 
accounts be centralized in the National Bank of Washington and 
that Banco Minero accounts be transferred to the Riggs National 
Bank, both accounts to be carried in the name of the Bolivian 
Embassy. This would solve the problem of future attachments of the 
funds of these two entities. 

Mr. Rubottom went on to say in conclusion that he wished the 
Bolivian officials to realize that the Department is fully supporting 
the Bolivian Government in its efforts to stabilize its economy. 
Much personnel and substantial funds have already been devoted to 
this problem. He stated that it had been most useful to him to have 
had the opportunity to discuss the problem in detail with the 

















614 _ _ Foreign Relations, 1955-1957, Volume VII 








Bolivian officials and he again expressed appreciation for their 
analysis and comments. 

The Ambassador stated that he wished to thank Mr. Rubottom 
for his kind words about the staff here and to add that never before 
in his career had he encountered so inspiring and favorable an 
atmosphere for collaboration on a difficult problem as he had found 
in Bolivia. With reference to the mining situation he said that the 
Ford, Bacon and Davis report, while excellent, did not in his opinion 
give sufficient credit to the efforts which had been made by the 
miners in a very difficult situation to maintain production. He noted 
that Bolivia’s quota under the international tin agreement is 32,000 
tons and that this year production may not reach 27,000 tons. There 
is thus the possibility for a substantial expansion and he is hopeful 
that with additional efforts the international quota might be reached. 
He remarked also on the interest in Bolivia expressed by various 
international mining firms. He emphasized that he was not speaking 
as the advocate of any specific firm but that he hoped that conver- 
sations that had taken place some time ago with various of them 
might be renewed and vitalized. These firms, he said, operate on the 
basis of long-range plans and are not alarmed by the recent decline 
in minerals prices. He hoped that something could be done to 
conclude constructive arrangements with them. In this connection he 
suggested that the Ford, Bacon and Davis report should be released 
in its entirety. This detailed exposition of the mining situation 
would, he believed, be helpful in enlisting the interest of private 
mining firms. 

With reference to Mr. Rubottom’s comments the President then 
said that he wished to emphasize that the Bolivian Government is 
firmly determined to reach an agreement with the former mineown- 
ers. He noted, however, that press reports indicated the value of the 
Suez Canal, the compensation for which is now under discussion 
with the Egyptian Government, is placed at only $45 million where- 
as the Patifio group alone has placed a valuation of $60 million on 
its former properties. The Bolivian Mineworkers Federation has been 
insisting that, quite apart from receiving compensation, the Patifio 
Company should make payments to the Government of Bolivia for 
substantial past frauds in the illegal transfer of exchange abroad and 
the avoidance of social security taxes. The Government thus finds 
itself between two extreme positions. He hoped, however, that a 
formula could be reached which would reconcile the divergent 
viewpoints. He then mentioned a recent investment proposal involv- 
ing the grant of a substantial area in eastern Bolivia for the exploita- 
tion of forest products. He said in questions like this the 
Government must take into account political opinion in Bolivia 
which still fears the creation of super-states within the country. He 
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mentioned in this connection the alleged United Fruit empire of 
some years ago in Central America. Despite the risks of arousing 
adverse public reaction he felt, nevertheless, that conversations 
should be renewed with a view to granting some such concessions. 
He mentioned also the negotiations with the National Lead Compa- 
ny for the Mathilde property and described briefly the status of the 
Madrejones project, saying that among the three principal bids 
which had been submitted the ultimate decision would have to be 
taken by the Congress. 

Mr. Rubottom referred to the desirability of the early adoption 
of a mining code and remarked that Mr. Wortham Davenport is 
expected to return to Bolivia shortly to resume work on this project. 

The President said that the Bolivian Government is fully pre- 
pared to push ahead with an investment law and the new mining 
code. He hoped that substantial progress could be made on both 





291. Memorandum of a Conversation, Department of State, 
Washington, October 3, 1957' 


SUBJECT 

Bolivia: Settlement for Expropriation of Tin Mines; Oil Development 
PARTICIPANTS 

The Secretary of State 

Sr. Don Manuel Barrau Pelaez, Foreign Minister of Bolivia 


Ambassador Victor Andrade of Bolivia 
Terry B. Sanders, Jr., Acting Director for South American Affairs 


The Secretary expressed gratification over the Bolivian Govern- 
ment’s progress in its stabilization program and over the close 
cooperation between the United States and Bolivian Delegations to 
the United Nations. The Foreign Minister said his country is grateful 
for United States economic assistance. 

The Secretary described the problem caused our Government by 
the continuing absence of a settlement between the Bolivian Gov- 
ernment and the former tin mine owners. He pointed out that a 





"Source: Department of State, Central Files, 824.25/10-357. Official Use Only. 
Drafted by Sanders. 
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reasonable offer to the former owners would be helpful. The Minis- 
ter responded that his Government is working on the problem. 

The Minister described briefly Bolivia’s petroleum development. 
He cited especially the failure of Brazil to help develop Bolivian oil 
under the 1938 agreement between the two countries and said that 
difficult negotiations are taking place between the two countries in 
an endeavor to implement the agreement. The Secretary mentioned 
Communist agitation as a factor retarding Brazil's development of its 
own petroleum resources and thereby weakening the Brazilian econ- 
omy. 














292. Memorandum of a Conversation, Department of State, 
Washington, October 3, 1957' 


SUBJECT 


Difficulties Caused by Failure of Bolivian Government To Reach 
Settlement With Former Tin Mine Owners; Outlook for United States 
Economic Assistance to Bolivia in FY-1958 


PARTICIPANTS 


Manuel Barrau, Foreign Minister of Bolivia 
Victor Andrade, Bolivian Ambassador 
ARA—Mr. ltubotcom 

REA—Mr. Turkel 

OSA—Mr. Silb »rstein 


After an exchange of greetings, Mr. Rubottom said he would 
like to return to the subject he had been discussing with the Foreign 
Minister at lunch. As he had indicated previously, it was extremely 
important for Bolivia to resolve the problem of the tin mines. 
Foreign Minister Barrau said the government realized this and was 
trying to attack the problem of surplus labor in the mines. He said 
Comibol was also seriously handicapped by a lack of capital. With 
the modest outlay of some $2 million, which, unfortunately, Comi- 
bol did not have, some quick returns could be achieved. 

Mr. Rubottom said that as long as the problem of settlement 
with the former mine owners remained unrestored [unresolved], Comi- 





* Source: Department of State, Rubottom Files: Lot 59 D 573, Bolivia. Confiden- 

This is the first part of a four-part memorandum. The other parts concerned 
travel of Bolivians to Soviet bloc countries, recent political developments in Bolivia, 
and Bolivian-Brazilian differences over petroleum. (/hid ) 
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bol could not count on outside help. Moreover, the United States 
Government was restricted in its efforts to assist Bolivia because of 
this problem. Mr. Rubottom referred to the statement by Senator 
Green’ which has been published in the Congressional Record of Sep- 
tember 19 which had some strong words in this regard and in which 
the Senator had indicated he planned to institute an investigation of 
our Bolivian program when the Congress returned. 

Ambassador Andrade said he wished to point out that the 
Senator was mistaken in speaking of confiscation or seizure of the 
tin properties. He said Bolivia had begun making payments to the 
mine owners soon after the nationalization, and, therefore, it could 
not be correctly called confiscation. Foreign Minister Barrau said that 
in the case of Hochschild, the “retention” payments, because of the 
way in which they had been set up, now actually amounted to more 
than the value of the Hochschild properties which had been nation- 
alized. Mr. Rubottom said he understood these retention payments 
totalled over $12 million. He said he felt the Bolivian Government 
might be able to do a better job in making this fact known, since up 
to now the United States public and Congress were getting largely 
the views of the other side. At the same time, he said, he could not 
overstate the importance of bringing about a settlement. He won- 
dered whether the Bolivian Government might not wish to take the 
matter to arbitration under the auspices of some international agen- 
cy, since the mine owners had indicated they were ready to do so. 

Mr. Silberstein mentioned he had just heard that Senator Mc- 
Clellan, Chairman of the Permanent Investigation Committee of the 
Senate, had asked ICA for certain data in the Bolivian aid program, 
and presumably was planning some kind of investigation. Mr. Sil- 
berstein mentioned that he understood also that ICA was laying 
special emphasis, in its planning for the FY-1958 aid program, on 
working up projects to absorb or resettle surplus labor in connection 
with the Bolivian Government's labor dismissal program. 

Mr. Rubottom said that the Administration consideration of our 
FY-1958 aid program for Bolivia was nearing completion. He said 
that, despite the fact that the Congress had cut the overall aid funds 
this year, he was quite confident now we would be abie io continue 
our aid to Bolivia at substantially the same levels we had been 
maintaining. Moreover, since it now appeared that Bolivia had little 
need for food from the United States, it would be possible to devote 


a great part of the program to economic development projects. 





* Theodore F. Green (D.-R.1.), Chairman of the Senate Foreign Relations Commit- 
tee 
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293. Memorandum of a Conversation, La Paz, November 17, 
1957' 








President Siles’ Comments on Current Bolivian Situation 


The President opened the conversation with a short discussion 
on the political situation especially as regards his position on De- 
cember 15 when the one-year wage freeze established by the Stabili- 
zation Decree is ended. The President mentioned that there has been 
quite a bit of activity noted amongst certain disaffected members of 
the MNR party (who he described as “ex-cuperos” who today have 
no visible means of support) together with increased Communist 
activity attributed by him to the tremendous propaganda value of 
recent Soviet scientific achievements and as well within extreme 
rightist groups. He called upon Minister of Foreign Affairs Barrau 
and Minister of Defense Morales Guillen to present a short report of 
their knowledge of this situation. 

Minister Barrau stated that the Government had knowledge that 
disaffected members of the party together with Communists and 
rightists were presently working independently towards causing dif- 
ficulties from this time on especially regarding the unemployment 
legislation, the renewal of the President's extraordinary powers, and 
the unfreezing of wages on December 15. At the present time these 
three groups apparently are working independently and there is no 
indication that they have accomplished a united front but he feels 
that this may not be in the too near future. His opinion is that they 
will not only continue to conspire but that they plan to commit 
overt acts of violence. 

Minister of Defense Morales Guillen stated that the government 
could count on very little support from the army which has been 
torn by internal strife and is badly underpaid. While he made no 
mention of the carabineros, he apparently did not count upon their 
support to any extent either. His feelings were that the government 





"Source: Department of State, Central Files, 724.00/11-2257. Secret. Drafted by 


Bridgett, Second Secretary of the Embassy in Bolivia. Transmitted in despatch 450 
from La Paz, November 22. 











possibilities to meeting the wage increase demands which he is 
certain are to be presented. He already has knowledge that one 
demand will be for a minimum of 30%. 


(1) A reduction in the v of the dollar—On this ject the 
President admitted that this idea had been discarded inasm as the 


rn ore one DS OS GOERS Set ap Siege Stee 
without a increase in production was not realistic 
admitted that 


The President then went on to talk about the plans that the 
Government now has to bring about ratification of the decree to 
provide for unemployment. In this connection he stated that he was 
planning to have his cabinet discuss with the Congress in reserved 
sessions the state of the nation and to bring about a showdown by 
requesting a renewal of his extraordinary powers to legislate by 
decree certain economic measures. The original decree was granted in 
November 22, 1956 and will end November 22, 1957. He is of the 
opinion that he will have sufficient support in Congress to get this 
measure renewed, but at the same time he expects strong opposition 


the reports of the various Ministers. 

At this point he mentioned the speech made in Deputies by 
Fellmann Velarde, generally recognized as spokesman for ex-presi- 
dent Paz Estenssoro. Fellmann Velarde spoke at great length against 
any reduction in labor force demanding that the government set an 
example by maintaining in their positions all workers and that 
private business do likewise. The President stated that he had called 
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in Fellmann and endeavored to obtain an explanation from him as to 
why he had taken this position. The President stated that the 
Deputy had talked nonsense and had been unable to come up with a 
reasonable position. (It was apparent from the importance that the 
President appeared to give to his conversations with Fellmann Ve- 
larde that he believes that Paz Estenssoro may be being considered 
as a possible replacement for Siles in case Siles resigns or is forced 
out of the Presidency in December.) 

The President then turned the conversation to the possibility of 
what groups were working in Bolivia to cause unrest. He apparently 
is convinced that some members of the MNR party are courting 
support of Peronistas (Lechin is known to be very close to high 
ranking Venezuelan government officials and the Bolivian Ambassa- 
dor to Venezuela, Dr. Marin, was recommended by Lechin for this 
position and Marin is his very close friend. Likewise, the Venezuelan 
Ambassador to Bolivia is close to Lechin. All of which induces 
present thinking to tie Lechin in with Peron’s activities from his 
residence in Venezuela). Expanding on this subject the President 
pointed out that it was his opinion that a new government in 
Argentina would be pro-Peronista no matter what name it ran under 
in the elections, that is if there are elections. Also that Bolivia on 
account of its geographical position if it had a pro-Peronista govern- 
ment would be an excellent base for supporting political activities in 
Argentina. At this point the President stated that the present Argen- 
tine president Aramburu will visit Santa Cruz on December 5. It is 
expected at this time that conversations between the two presidents 
will be held with a view to Bolivia obtaining certain assistance from 
the Argentines and the Argentines obtaining some assistance from 
Bolivia in restricting Peronista activities in this country. 

Foreign Minister Barrau took up the conversation and explained 
Bolivia's situation comparing it to a buffer state and went on into a 
discussion of Brazil's supposed intentions as regards Bolivia and 
especially the Bolivian territory comprising most of its prospective 
petroleum fields. The past history of Brazil's imperialistic aims as 
regards Bolivia, the loss of the Acre area and the insignificant but 
present territorial claims that Brazil has pending with Bolivia. The 
President then mentioned his thoughts on the present Bolivian 
[Brazilian] situation. He stated that Brazilian President Kubitschek is 
surrounded by an army caste which is definitely committed to 
Brazilian territorial expansion at the expense of Bolivia. That Brazil 
was not entirely blameless in the recent disorders in Santa Cruz and 
that the activities of Ing. Whatley, Brazilian representative on the 
mixed Bolivian-Brazilian commission, had been under close surveil- 
lance and it was evident that he was engaged in, if not inciting the 
Crucefios, at least giving them more than moral support. 
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The unpublished and little known Brazilian trade agreement 


Teilte inadh, tone tend Aae-tieh tae cok eecii 
referring to the army's imperialistic influence the President men 
tioned again the visit of Petrobas President Colonel Janery, 

ly referring to his offer that Brazil save Bolivia from the imperialistic 
Yankee capitalists and the oil trusts of the world. 

The extent of the influence of the Hanson Letters’ was then 
discussed in regards to the subject of petroleum and the attacks that 
this letter has been making against Bolivia's supposedly captive 
status to the U.S. At this point the President again discussed the 
impending Senator Green inquiry and was hopeful that he would be 
able to take some steps regarding the settlement of the compensation 
to be paid to the ex-owners of the nationalized mines. The plan 
mentioned some time ago by the President to the Ambassador of 
having Ambassador Paz Estenssoro approach Antenor Patifio in 
London for a person-to-person discussion did not materialize as 
Patino had already left England by the time this proposal was firmed 
up. The question then was asked as to whether the President 
intended to carry through his other plan of having an independent 
valuation of the mines 
and Davis) and 
Git et taanain 0 Oo chien Gettin, ts Cake ete 
the affirmative. The Patifio proposal which suggested that the mines 


be turned over to an experienced mining company for operation was 
also mentioned by the President who stated that this proposal was 


politically impractical. 

Amongst other subjects discussed were the foreign investment 
proposals now before the Bolivian Government for acceptance. In 
this connection President Siles assured the Ambassador that the 
South American Gold and Platinum Company contract’ (this has 
been the subject of strong opposition in the Senate where the 
contract is now awaiting ratification) will be ratified by Senate. He 





* Reference is to Hanson's Latin American Newsletter. Documentation relating to the 
newsletter is ibid, 632.2553/7~-1757 and 911.63/1~1155 

* The South American Gold and Platinum Company, a US. based corporation, 
was negotiating exploitation contracts with the Government of Bolivia for national- 
ized mineral deposits, ownership of which was still claimed by the Aramayo Mining 
Company. Documentation is ibid, 811.05120 and 811.05124. 























ton 

which he could write such a letter to the Bolivian Government. He 
mentioned that it would possibly be several days before such a letter 
could be drafted if it were thought appropriate to do so. 

Comment: It was apparent that President Siles’ main interest in 
arranging this conference was to bring to the Ambassador's attention 
the numerous domestic and international political problems that 
were facing Bolivia at this time. The presence of Foreign Minister 
Barrau and Minister of Defense Morales instead of the Minister of 
Economy, the Minister of Finance or his economic advisor Mr. 
Gisbert tend to confirm this impression. 

The Ambassador took occasion during the conversation to reit- 
erate the Embassy's position regarding the need for the Bolivian 
Government to obtain the renewal of the standby agreement with 
IMF and the U.S. Treasury, the renewal of the President's extraordi- 
nary powers to continue the implementation of the Stabilization 
Program, the issuance of legislation to provide for freedom of hiring 
and firing of labor together with the unemployment assistance to be 
provided by the U.S. economic aid program, provisions for an 
appropriate climate to attract private capital investment in develop- 
ing Bolivia's natural resources and the need to hold the line regard- 
ing wage increases at the time of the unfreezing of salaries on 
December 15 so that if any wage increases are granted they be based 





* The contract was awarded on November 22, 1957. (/id, 611.05124/11-2257) 
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on productivity. The President’s remarks to these points are con- 
tained in the body of the memorandum of conversation above. 





294. Note From the Embassy in Bolivia to the Bolivian 
Ministry of Foreign Affairs’ 


La Paz, December 23, 1957. 


The Embassy of the United States of America presents its 
compliments to the Ministry of Foreign Affairs and Worship and has 
the honor to refer to the aide-mémoire of the Government of Bolivia 
dated August 9, 1957 on the subject of supplementary aid for 
Bolivia. The contents of this aide-mémoire have received the most 
careful consideration of the United States Government and the 
Embassy has been instructed to make the following reply. 

The United States Government is deeply mindful of the great 
efforts made by the Government of Bolivia for the stabilization and 
the consequent expansion of the Bolivian economy as well as of the 
very considerable progress already achieved. 

It is noted from the aide-mémoire of August 9 that the aggre- 
gate amount of aid requested for supervised credits, labor resettle- 
ment, and a minimum development program is between $60 million 
and $80 million over a period of years. It is observed from the aide- 
mémoire that the amounts specified were set forth only as tentative 
estimates. The United States Government is, in principle, sympathet- 
ic with programs of this type in Bolivia, and, as the Government of 
Bolivia is aware, is preparing to assist such activities through the 
Fiscal Year 1958 aid program. 

In order to enable the Government of Bolivia to formulate its 
plans, the United States Government desires to state that it is not in 
a position to consider additional grant aid to Bolivia over and above 
the amounts set forth in the Fiscal Year 1958 program presented to 
the Government of Bolivia on October 16, 1957. There are two basic 
reasons for this. The first is the limited amount of funds made 
available by the United States Congress on a global basis and the 
competing needs of other countries. The second is the conviction 
increasingly borne out by developments that Bolivia should be able 
to meet an increasing share of its requirements of foreign capital 





*Source: Department of State, Central Files, 824.00-TA/12-2657. Official Use 
Only. Transmitted in despatch 580 from La Paz, December 26. 
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through the normal channels of private investment and public credit. 
In this connection it may be recalled that the Executive Branch of 
the United States Government has always assumed that grant aid to 
Bolivia would be a decreasing program as time went on, and that it 
has explicitly based its requests to the Congress for funds on this 
assumption. 

With respect to the specific requests made in the aide-mémoire 
of August 9, the views of the United States Government are as 
follows: 


(1) Budget Support. 


At the current rate of exchange, the Fiscal Year 1958 aid 
program should generate counterpart funds which, together with 
anticipated accruals from prior-year programs, should provide 
enough bolivianos to cover the deficit in the ordinary budget for 
1958. This calculation is based upon the policy of continued rigorous 
fiscal economies which the Government of Bolivia has adopted and 
it underlines the importance, of which the Government of Bolivia is 
already aware, of creating new sources of tax revenue. 


(2) Supervised Credit. 
It appears from the aide-mémoire of August 9 that the Govern- 


ment of Bolivia would contemplate the extension of very substantial 
loans, in the form of supervised credits, not only to private mines 
and industry, but also to the Corporacién Minera de Bolivia (COMI- 
BOL). For the sake of convenience, the question of COMIBOL is 
herein discussed separately. As regards supervised credit in its more 
ordinary sense, it will be noted that the Fiscal Year 1958 aid program 
will provide for credits to private mining and industry. 


(3) Resettlement of Surplus Labor. 


The Fiscal Year 1958 aid program also provides for land settle- 
ment, road construction, land clearing, environmental sanitation, and 
agricultural supervised credit, to absorb displaced workers. 


(4) Development. 


Under the rubric of “Minimum Development Plan” the aide- 
mémoire of August 9 envisages public projects in the fields of road 
transportation, food production, irrigation, and school construction. 
As noted in the immediately preceding paragraph, at least a part of 
this program will be made possible by the aid funds provided for 
resettlement of surplus labor. Additional resources which will assist 
significantly in accomplishing the objectives of the plan will be 
provided by servicio contributions and program contracts. 
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In reference to agricultural development, the United States Gov- 
ernment has noted the increase in actual and anticipated output of 
agricultural products, which it believes may be attributed primarily 
to the abandonment by the Government of Bolivia of price controls 
and of an artificial system of exchange rates, and in some degree to 
improved production methods resulting at least in part from the 
technical assistance activities of the Servicio Agricolar Interamerica- 
no. 

Though the aide-mémoire of August 9 does not deal specifically 
with the question of private investment, the United States Govern- 
ment knows that the Government of Bolivia is fully conscious of the 
important role which private investment can play in accelerating 
Bolivia’s economic development. The United States Government is 
confident, therefore, that the Government of Bolivia will continue to 
make every effort, through appropriate legislation and otherwise, to 
encourage the accumulation of capital in Bolivia as well as the entry 
of private capital into the country. 

In addition to the matters touched on above, the aide-mémoire 
of August 9 solicits the cooperation of the United States Govern- 
ment with regard to two further problems. 

The first relates to “support and facilities for the effective use 
of the Monetary Stabilization Fund”. It may be pointed out that the 
ICA funds and the stand-by under the Treasury Exchange Agree- 
ment have been available to Bolivia on conditions and under proce- 
dures at least as favorable as those applicable to other countries 
receiving these types of assistance. Nevertheless, the appropriate 
officials of the United States Government are prepared to discuss 
with officials of the Central Bank of Bolivia any aspects of this 
question which the latter may wish to raise. As regards facilities for 
using that part of the Stabilization Fund which is provided by the 
International Monetary Fund, the United States Government is, of 
course, not in a position to comment. 

Finally, the aide-mémoire of August 9 seeks the assistance of 
the United States Government in “obtaining international credits for 
the amplification and renovation of equipment for COMIBOL”. The 
United States Government fully understands the concern of the 
Government of Bolivia over the declining trend in the output of 
COMIBOL and the potential effect of this trend on the balance-of- 
payments and general economy of Bolivia. The United States Gov- 
ernment would agree that the grave deterioration in the capital 
equipment of COMIBOL is an important factor in this decline, 
which must be corrected if the present trend is to be halted or 
reversed. 

The United States Government has on several occasions in the 
past pointed out the inextricable connection between the problem of 
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obtaining foreign credits for COMIBOL and a settlement of the 
claims of the former owners of the nationalized mines. The Govern- 
ment of Bolivia can help to remove this particular barrier to foreign 
credits by taking positive steps to reach a definitive settlement of 
this problem through procedures that would assure fair and disinter- 
ested treatment to all the parties concerned. 

The Embassy of the United States of America takes this oppor- 
tunity to renew to the Ministry of Foreign Affairs and Worship the 
assurances of its highest consideration. 





BRAZIL 


POLITICAL, ECONOMIC, AND MILITARY RELATIONS OF THE UNITED 
STATES AND BRAZIL’ 


295. Telegram From the Ambassador in Brazil (Kemper) to 
the Department of State’ 


Rio de Janeiro, January 7, 1955—7 p.m. 


643. For Under Secretary from Ambassador. Deeply concerned 
Gudin’s’ attitude. Think his retirement from government would 
open door for same sort of machinations that plagued Brazil under 
former administration.‘ President’s reference to Caracas and Rio 
conferences® and pledge of assistance to friendly nations plus contin- 
ued press references to Marshall Plan for aid has caused Brazilians to 
ask “In what respects have we failed to cooperate and why is 
assistance we so desperately need being denied us?” Actually Brazil 
has not acted with reasonable promptness on a number of pending 
matters. But the heroic effort being made to bring some order out of 
present chaotic financial situation merits both our admiration and 
our assistance. Still inclined to opinion they should settle pending 
matters including atomic energy agreement, but shall not press 
matter further in view your Deptel 550.° Have never associated this 
with other negotiations, but have not hesitated to mention when 





‘For previous documentation, see Foreign Relations, 1952-1954, vol. tv, pp. 570 ff. 

* Source: Department of State, Central Files, 732.00/1-755. Secret. 

* Eugenio Gudin, Brazilian Finance Minister. 

* Reference is to the administration of former Brazilian President Getalio Vargas. 
After Vargas committed suicide on August 24, 1954, Vice President Jodo Café Filho 
succeeded to the presidency. 

* Reference is to the Tenth Inter-American Conference, held at Caracas, Venezuela, 
March 1-28, 1954, and the Meeting of Ministers of Finance or Economy of the American 
Republics as the Fourth Extraordinary Meeting of the Inter-American Economic and 
Social Council (commonly called the Rio Economic Conference), held at Quitandinha, 
Brazil, November 22—December 2, 1954. 

* In telegram 550, January 6, Under Secretary Hoover informed Ambassador Kemper 
that interested agencies believed that it would be undesirable to continue to associate 
US. action regarding a proposed P.L. 480 wheat agreement with Brazilian performance 
concerning uranium and atomic energy agreements. “Such a linkage,” he pointed out, 
“would (1) suggest degree of urgency our part obtain atomic energy agreements which is 
not now in accord with facts, (2) inject additional obstacle to disposal US agricultural 
surplus, (3) detract from political good will engendered by alleviation Brazilian food 

(Continued) 
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opportunity offered to all in authority because I think conclusion 
this agreement, if properly publicized, easily might remove petro- 
leum situation from political arena. I, therefore, recommend: 1. That 
I be authorized (see Embtel 636)’ to compromise on commodities for 
Cruzeiros agreement within reasonable limitations on basis that will 
create most good will. 2. That credit bank settlement for which 
Gudin was criticized in Cabinet meeting be approved without fur- 
ther delay. 3. That wheat-minerals deal be disposed of immediately 
with several options offered for use of dollars not expended for 
sodium sulphates. 4. That I be authorized to inform President and 
Gudin that our rejection of Brazil’s request for stand on credit is not 
to be interpreted as negative attitude their needs, but rather consid- 
ered judgment that day to day appraisal by our Treasury in consul- 
tation with persons elected by Gudin and in whom he has 
confidence is much better procedure for Brazil. 

I am convinced that as goes Brazil, so will go the hemisphere. In 
any reversal this procedure I have outlined, Secretary and the 
President might wish to be informed. 

Kemper 





(Continued) 
shortages.” (Department of State, Central Files, 832.2546/1-655) For text of P.L. 480, the 
Agricultural Trade Development and Assistance Act of 1954, see 68 Stat. 455. 


” Telegram 636, January 7, contained the Embassy's recommendations concerning 
the proposed P.L. 480 wheat agreement with Brazil (Department of State, Central Files, 
411.3241/1-655) 





29%. Telegram From the Secretary of State to the Embassy in 
Brazil’ 


Washington, January 12, 1955—10:22 p.m. 


569. For Ambassador from Under Secretary. Convey my person- 
al regards Minister Gudin with following message “Mr. Humphrey 
and I have full sympathy for your extremely difficult position in 
solving Brazil’s financial problems both internal and external. For 
this reason we would weicome the closest possible direct contact 
with you during the critical months ahead. To achieve this daily 





‘Source: Department of State, Central Files, 832.10/1-1255. Confidential. Drafted 
by Cottrell; cleared with Atwood, Holland, and Overby; and approved by Under 
Secretary Hoover 
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communication between us we proposed the arrangement suggested 
to you by Ambassador Kemper. A representative of your personal 
choice available for continuing discussions with Eximbank and other 
Departments and agencies might best effect this close liaison. Be- 
cause of the special nature of this problem we would hope such a 
temporary arrangement would not affect our normal diplomatic 
channels. I would be grateful if you will inform Ambassador Kemper 
of your opinion of this suggestion for immediate transmission to me. 
With kindest personal regards, Herbert Hoover, Jr.”” 





* Gudin’s reply to Hoover's message was transmitted to the Department 
Ambassador Kemper in telegram 676 from Rio de Janeiro, January 19: 

“I am very grateful to Mr. Humphrey and to yourself for the expression of 
desire to cooperate with my administration. This is especially gratifying to me 
the fact that in spite of my efforts since | took charge I have been entirely 
unsuccessful in obtaining the cooperation of your Treasury with the sole exception 
a one years credit from the Federal Reserve Bank with 100 percent gold collateral. 
am instructing if you agree Mr. Octavio Paranagua special financial assistant to 
Brazilian Embassy to establish the direct contact you suggest. Kindest regards 
Gudin”. (/bid., 832.10/1-1955) 





297. Memorandum From the Director of the Office of South 
American Affairs (Atwood) to the Assistant Secretary of 
State for Inter-American Affairs (Holland)' 


Washington, January 19, 1955. 


(1) Brazil's Economic Program is Slipping 


Minister Gudin outlined in Washington, and later in Brazil, a 
constructive program to meet Brazil's pressing economic problems. 
This program included: 1) Slowing inflation; 2) Increasing exports; 3) 
Encouraging private foreign investment; 4) Balancing the national 
budget; 5) Modifying the petroleum legislation; and 6) Adjusting 
Brazil’s external balance of payments. 





"Source: Department of State, Central Piles, 832.00/1-1955. Confidential. Drafted 
by Atwood and Cottrell. In a handwritten note on the source text, Atwood made the 
following comment: “This does se constitute a change in policy—it's a change in 
approach. it's really a matter for Siete, Treasury & Eximbant.” 
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Brazil has made very little progress on this program. 1) Gudin 
has cut bank credit but issuance of currency hit a new high in 
December—3.6 billion cruzeiros—and the inflation rate has not 
slowed. 2) Exports have not increased. On the contrary, December 
receipts of $55 million showed a sharp drop and January to date 
looks worse at about $1 million per day. (Brazil’s dollar budget is 
based on a $60 million monthly average.) The President and Gudin 
have publicly stated they do not like the present coffee policy, but 
they have done nothing about it because of political pressures. The 
Government is now forced to buy large quantities of coffee. A new 
system of export rates was announced today, but it is doubtful that 
this will improve the situation much. 3) There has been much talk 
but for practical results in improving conditions affecting foreign 
investment. Brazil raised the remittance tax from 8% to 10% and 
halted its development programs. 4) Congress turned down Gudin’s 
request for more taxes and passed a national budget for 1955 of 56 
billion cruzeiros with an anticipated deficit of 3.2 billion cruzeiros. 
Gudin then announced with gloom an actual anticipated deficit of 
about $15 billion when other items not in the budget are taken into 
account. He says this will be ‘sighly inflationary. 5) Although the 
President and Gudin are opposed to Petrobraz, they have decided 
not to take on a political fight by attempting to change the legisla- 
tion during their remaining term in office. 

(2) Our Present Policy 


We have declined to give Brazil a sizeable standby credit or new 
outright loan because this would relieve the pressure now on Brazil 
to do everything in its cwn power to solve its problems. We have 
suggested a close mutual continuous review of Brazil’s developing 
financial situation with a definite statement that the U.S. is ready to 
cooperate. This is sound financial practice but is leading to an 
unsuccessful impasse because Bra ' does not agree. The administra- 
tion is becoming desperate. It will not face political fights in Brazil 
and insists that the U.S. must come to the rescue. It is becoming 
bitter about our “refusal” to do so. We now must draft a reply to 
Brazil’s latest proposal that we take over $138.5 million of its 
already committed obligations in 1955 for U.S. imports other than 
petroleum. If our reply is negative, a bitter reaction is likely. 
Government officials and the press will probably claim that the U.S. 
has abandoned Brazil in its worst crisis in years. 


(3) A New US. Approach 


A concrete suggestion as to what we are willing to do at this 
moment might help resolve the short run situation. 
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mS is seriously concerned at the reported current de- 
earnings and is willing to discuss immediately 
cooperative to help resolve the financial situation facing Brazil 
i first of 1955. 
2) The See AN Shaky CED 6 epee 
Gudin’s choice believes this is necessary. 








298. Telegram From the Ambassador in Brazil (Kemper) to the 
Department of State’ 


Rio de janeiro, January 20, 1955—1 a.m. 


679. Eyes only for Under Secretary Hoover. At farewell lunch- 
eon today given by American Chamber of Commerce, Foreign Min- 
ister Fernandes talked informally with two prominent American 
members. He expressed bitter disillusionment with US policy toward 
Brazil and was intransigent in face attempted replies. Foreign Minis- 
ter cited failure US lend Brazil desperately needed financial assist- 
ance and contrasted this with generosity toward other countries 
specifically Italy. 

This is further example of progressive deterioration Brazilian 
attitude toward US since Rio Economic Conference. From top-level 
conversations with US delegates at conference, Brazil assumed tangi- 
ble US aid would be forthcoming. US refusal with respect definite 
financial assistance probably responsible for exaggerated importance 
they place on our rigid position with respect surplus wheat deal. 

I feel that our willingness to accommodate Brazil in surplus sale 
matter would have favorable political and psycholegical effects here 
and beyond that we should give them reassuring answer in re 
Embtel 662." My considered opinion is that Export-Import Bank 
willingness to take over committed obligations for at least first six 
months would do much to assist in reestablishing Brazilian confi- 
dence in US and in enabling Brazilian Government to prevent what 


might prove complete blow-up. 


‘Source: Department of State, Central Files, 6$32.10/1-2055 Confidential 

* In telegram 662. January 15. Ambassador Kemper reported a long conversation 
which he had the previous day with Gudin regarding Brazil's financial situation The 
Ambassador had asked Gudin if he wished to present a concrete proposal for helping 
to solve Brazil's economk problems and Gudin had proposed that the Export -lmport 
Bank take over Brazil's already committed obligations for US. imports other than 
petroleum for 1955. (fad. 632.10/1~-1555) 
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I am fully aware of the risk involved in extending financial 
assistance to Brazil but as a businessman, | feel it justified and as 
Ambassador essential to our national interest. 

Kemper 








299. Memorandum of a Conversation, Department of State, 
Washington, January 22, 1955’ 


SUBJECT 
Brazil Economic Problems 
PARTICIPANTS 


Mr. Edward J. Sparks, Deputy Assistant Secretary 

Mr. Rollin S. Atwood, Director, Office of South American Affairs 
Mr. S. J. Cottrell, OSA 

Mr. jack C. Corbett, OFD 

Assistant Secretary Henry F_ Holland 

Mr. William V. Turnage, OFD 


It was decided that in very general terms Brazil's economic 
problems arise from: 

1. An annual cruzeiro budget which contemplates a huge deficit. 
The published budget of $56 billion cruzeiros contemplates a deficit 


of some 3.2 billion In addition there are expenditures anticipated, 
2. oe See SS ee Ge ae oe Cae 


Solutions of Brazil's problems require. 

1. Reduction in estimates of cruzeiro expenditures. This can be 
accomplished by the President's vetoing some of the cruzeiro ex- 
pendi ee Se Ae SE ee oe ne 
ian law. 

2. Adoption of coffee policies which will give the country 
chance to earn maximum income from sale of coffee and financial 
help from the United States. 


It was felt that if Brazil would take measures to reduce its 
budgetary deficit and give assurances as to what its coffee policy 





‘Source Department of State, Central Files, 632 00/1-2255 Confidential Drafted 
by Holland Holland forwarded a copy to Hoover 
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No. 999 Rio de janeiro, January 24, 1955. 


An Evaluation of the Café Filho Government in the Light of United 
States Policy 


Although the Café Filho Administration had certain political 
advantages when it assumed office, the President has failed to 
provide the leadership needed to exploit the initiative which conse- 
quently is passing to the pro- Vargas forces, who have regrouped and 
are making a new bid for power. President Café Filho’s decision to 
act as a caretaker instead of a leader also has prejudiced seriously the 
possibility of carrying out fully the administration’s program for 
economic reform, forcing the Minister of Finance to operate largely 





‘Source: Department of State, Central Files, 732.00/1-2455 Confidential 























of elements inimical to the long-range interests of the United States. 

{Here follows a detailed analysis of internal Brazilian develop- 
ments. ] 

From the United States standpoint, the most serious develop- 
ment is the growing inclination to place the blame on the United 
States for not having moved rapidly and generously with respect to 
financial aid and to ascribe to this lack of outside oid the responsi- 
for the Administration's failure to supply courageous ’ ader- 


5 


aid might in the long run have worked to the advantage of any 
irresponsible left-wing administration taking office in 1956. 
Regardless of the arguments, the fact remains that President 
Café Filho’s Government, with the exception of Minister Gudin, by 
now has lost most of its original political momentum, as well as 
public confidence in its ability to proceed in placing Brazil on the 
road to economic and political stability. This has permitted a re- 
grouping of the former hard-core supporters of the Vargas Govern- 
ment. Their consequent resurgence as a political force has tended 
further to limit the Administration's field of maneuver. Furthermore, 
the adverse economic effects of the Vargas Administration's last acts 








with left wing political forces and the more short sighted members 
of the industrial community, which would be virtually assured of 


chance for the United States to display its helpful intent, to aid the 
Administration in holding a moderately progressive course, and to 
strengthen its public prestige 

In spite of its weaknesses, the Café Filho Government is funda- 
could be said of its predecessor, and has tried to place its nation’s 
welfare above personal interests or petty political ambitions. We still 
have an opportunity to strengthen it politically, principally by 
displaying a sympathetic understanding of its problems and a will- 
ingness to make occasional economic concessions which can be 
exploited by it to domestic political advantage. It would be a 
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misfortune of the first magnitude if we should fail to recognize and 
seize this opportunity, thus unwittingly weakening those Brazilian 
elements favorably disposed to us and contributing to the return in 
1956 of the inefficiert, opportunistic, and inimical forces which they 
replaced. 








For the Ambassador 
William C. Trimble 
Minister-Counselor of Embassy 





301. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Director of the 
Office of South American Affairs (Atwood)' 


Washington, January 24, 1955. 
SUBJECT 
Eyes Only Telegrams of Ambassador Kemper 


I believe that you should gather up the various “Eyes Only” 
cables that the Under Secretary has been getting from Ambassador 
Kemper and draft a reply to go out from the Under Secretary. The 

should point out that the United States is eager to do every- 

that it properly can to meet Brazil's emergency; that we are 


il and that it will not simply be a measure to postpone a 

1SiS, we are working hard to achieve this end and are 
not getting the cooperation from the Brazilians on their cruzeiro 
deficit and on their coffee marketing policies that is essential. The 
purpose of the cable would be to complete the record in the event 
Ambassador Kemper ever publishes his cables in an attempt to 
discredit our policies in regard to Brazil.’ 





‘Source: Department of State, OSA Files: Lot 58 D 42, Brazil 1955—Economic 
(General) Confidential 

*The Department conveyed this message in telegram 602 to Rio de Janeiro, 
January 25. “US continues ready assist Brazil,” the telegram reads in part, “but 


avert and not merely postpone crises. Meanwhile US ready sit down and discuss 
concrete assistance program.” (/bid, Central Files, 632.10/1-2555) 
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302. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Secretary of State’ 


Washington, January 28, 1955. 
SUBJECT 


Requested Progress Report on Brazil (Reference Embassy Rio telegrams 
662° and 679°) 


Discussion: 

The telegrams from Rio, no. 662 of January 15 and no. 679 of 
January 20, are part of a series of over a dozen telegrams and 
telephone calls, the majority being addressed to the Under Secretary 
and to the Secretary, beginning January 1, 1955, and extending up 
until the Ambassador departed from Rio on January 26. The mes- 
sages reflect a deteriorating political and economic situation in Brazil, 
together with a variety of actions to solve the problem recommended 
by the Ambassador with varying degrees of urgency and impatience. 

The serious economic situation facing Brazil has long been 
recognized and lengthy discussions were held in Rio by Secretary 
Humphrey, Under Secretary Hoover and Assistant Secretaries Hol- 
lana, yaugh and Overby, and others with the Brazilian Finance 
Minister. Following that an invitation was extended to Finance 
Minister Gudin by Secretary Humphrey and Under Secretary Hoover 
to appoint a special personal representative to carry on the continu- 
ing discussions with the Export-Import Bank and other Departments 
and agencies here in Washington. In the meantime, the Brazilian 
problem has had high level consideration in the Department and in 
many interagency meetings which included representatives from the 
Export-Import Bank, Treasury, Agriculture, Commerce and others, 
and has been reviewed in the OCB. 

There exists justifiable doubt as to the urgency, the character 
and under what conditions financial assistance should be given to 
Brazil at this time. There exists no doubt as to the urgency of action 
to clear up any misunderstanding or lack of awareness on the part of 
the Brazilian Government that the United States continues to be 
sincerely ready, willing and able to cooperate in helping Brazil with 
its financial difficulties, but that the United States is reluctant to 
undertake an assistance program unless Brazil is ready, determined 
and able to take measures which will ensure that assistance will 





‘Source: Department of State, Central Files, 832.10/1-2855. Confidential. Drafted 
by Atwood. 

? See footnote 2, Document 298. 

> Document 298. 
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avert and not merely postpone a financial crisis. We are ready to sit 
down and discuss a concrete assistance program. 


Current Action: 


Mr. Paranagua, the Brazilian Finance Minister's personal repre- 
sentative, met with General Edgerton of the Export-Import Bank 
Thursday afternoon, January 27, and plans are laid to rapidly review 
the current financial situation in Brazil with complete frankness. A 
decision will then be made as rapidly as possible by the United 
States Government as to the type and extent of financial or other 
assistance to Brazil that the United States is prepared to offer at this 
time. High level representatives from the Export-Import Bank, Treas- 
ury and State will then proceed to Rio te discuss the entire problem 
with Finance Minister Gudin, Foreign Minister Fernandez and proba- 
bly President Cafe Filho, and reach final agreement on a mutually 
satisfactory program. This action is scheduled to take place during 
the next two or three weeks. 





303. Memorandum From the Officer in Charge of Brazilian 
Affairs (Cottrell) to the Director of the Office of South 
American Affairs (Atwood)! 


Washington, January 28, 1955. 
SUBJECT 
Brazil 


My analysis of the present situation is as follows: 

Brazil, by committing two serious economic blunders (a buying 
spree in 1951 and 1952, and attempting to hold the coffee price at 
87%2¢) has run out of cash and credit. They are now showing us 
deficits in 1955 and are asking us to pick up the check. At the same 
time they are pursuing two bad policies (coffee and petroleum) and 
the Café administration has decided to adopt a “caretaker” role and 
avoid serious political fights. If they can get through 1955 without a 
crisis or a fight and turn the mess over to the new President elected 
in October of this year, they will be happy. Consequently, they are 
desperate to have us help them avoid a crisis. 





* Source: Department of State, OSA Files: Lot 58 D 42, Brazil 1955—Economic 
(General). Confidential. 
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We can take several courses: 


are lame ducks, we need not worry about their personal feelings, but 
from a practical standpoint, without aid from us they might close 
cashier's window some day early this year when they run out of 
and leave commercial unpaid. This would cause pain to 


pf 


our export trade and strain our relations with Brazil. 

(2) We can loan them what they ask for ($138 million). This 
may be too much; and allow them to relax, finance Petrobraz, and 
continue to follow a poor coffee policy. 

(3) We can probe their figures and offer a loan which barely 
allows them to squeak by maintaining an austerity program 
This will relieve the political heat and avert an economic crisis but 
will pos constructive reforms until the next administration (if 
then). I favor the third alternative, although I believe our relations 

a sound basis until Brazil “puts its 


Brazil will never be on 
.”” As long as they postpone reforms, they will be 
broke and crying for help. This dependent position cannot produce a 


f 
: 


The interested agencies (State, Treasury, and the Eximbank) 
have agreed that talks will commence with Paranagua and probably 
lead to a visit to Brazil. It has been suggested that in return for a 
new loan we extract a quid-pro-quo from Brazil to include assur- 
ances that they will: 

a) Balance their internal budget; 

b) Not allocate any dollars to Petrobraz; 

c) Improve export policies, particularly coffee; 

d) Provide accurate statistics on a current basis. 

These “‘quids’”’ should be handled carefully or they will backfire. 
Brazil's national budget is an internal affair and too much detailed 
attention to it om our part (even though we are their bankers) may 
produce considerable resentment against our meddling in their inter- 
nal affairs. 


I believe we have the right pitch for the coffee problem; 
namely, to avoid insisting on removal of the floor price but urge that 
something be done. 

Eximbank can ask and expect accurate statistics on a current 
basis. 
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304. Memorandum of a Conversation, Department of State, 
Washington, February 3, 1955' 











SUBJECT 
Relations between Brazil and the United States 
PARTICIPANTS 


Ambassador Muniz called at the Department this afternoon to 
show Mr. Holland a copy of a letter from the Brazilian Foreign 
Minister, Raul Fernandes, in which the Minister expressed with 
some bitterness his opinion that the US. hed adopted 2 narrow, 
“banker's approach” in its relations with Brazil. Mr. Holland said 
that while he could understand the reasons for such apprehensions, 
Minister Fernandes was mistaken. The present situation in Brazil 
was a source of deep concern to him, Mr. Holland stated, and he 
and other officials in the Department had spent a great deal of time 
considering how best the U.S. could assist Brazil. Minister Fernandes 
and Finance Minister Gudin were working with great courage and 
ability to meet a most difficult situation and are held in the highest 
regard by this Government, Mr. Holland said. He regretted very 
much the view of the Foreign Minister that U.S. aid to Brazil is 
controlled only by economic considerations, and he said he hoped 
Ambassador Muniz could relieve Mr. Fernandes of this erroneous 

Mr. Holland reviewed Brazil's economic problems, particularly 
the budget deficit, and the petroleum and coffee problems, and 
noted that these were all matters which only Brazil could solve, and 
that upon their solution depended any permanent economic progress. 
Additional loans from the U.S. will not, by themselves, solve Brazil's 
problems, and he pointed out that this method had been tried 
repeatedly over the past three years with no success. Mr. Holland 
said he was sure that all U.S. officials concerned with Brazilian 
affairs were anxious to help, but they wanted some assurance that 
additional U.S. aid would not merely postpone the crisis and defer 





‘Source Department of State, Central Piles, 611.32/2-355 Confidential. Drafted 
by Monsen 

"On lanwary 20, Ambassador Muniz delivered this letter to Nelson A 
Rockefeller, Special Assistant to the President. In a memorandum to Dulles, dated 
January 31, Rockefeller briefly summanzed his meeting with Muniz and the contents 
of Fernandes letter (fad. 611.32/1-3155) 
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the time when Brazil would act on those problems which it alone 
can solve. 

The easiest course for the U.S. to follow would be to lend the 
Brazilian Government some money and let our assistance stop at 
that, Mr. Holland said. But because of our great friendship with 
Brazil and its importance in the hemisphere we would prefer to sit 
down with officials of the Brazilian Government to discuss its 
problems and see if, as good partners, we cannot assist Brazil in 
achieving a stable, healthy, and productive economy. It was for this 
purpose that the U.S. had requested Minister Gudin to name a 
representative to meet with officials of the Eximbank and the 
Treasury Department, Mr. Holland explained. Those talks have been 
helpful, he said, but the point has now been reached when it would 
be more productive to move the discussions to Rio where high 
officials of this Government could talk directly with Ministers Gudin 
and Fernandes. To this end, Mr. Holland asked Ambassador Muniz 
to talk to Mr. Paranagua and, in such a way as would not offend the 
latter nor imply any lack of respect for him on our part, suggest that 
it would be profitable to send a group from the U.S. Government to 
Brazil to continue the discussions. The Ambassador promised to do 
this. 

Ambassa¢or Muniz expressed the fear that Minister Gudin 
would think this was “just one more mission sent down to look at 
his books,” and he stated that Gudin felt he had given us all the 
information available, and that in the past such missions had merely 
been used as a method of procrastination. 

Mr. Atwood replied that this would not be the case, since one 
of the primary purposes of sending a group down would be to dispel 
the misconception that the U.S. was motivated mainly by economic 
considerations and to reassure the Foreign Minister that the tradi- 
tional U.S.-Brazilian relations are of the utmost importance to us and 
that our government has every desire to maintain these close ties. 
Mr. Holland agreed and added that this group would go down to 
Rio to discuss Brazil’s problems and needs and reach a conclusion. 

As he was leaving, the Ambassador inquired about Mr. Hol- 
land’s forthcoming trip through Central America with the Vice 
President. Muniz was told that it would be purely a good will trip, 
and he expressed the wish that it would be a pleasant one 





*See vol vi, Document 195 
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305. Memorandum of a Conversation, Rio de Janeiro, 
February 8, 1955’ 








PARTICIPANTS 
Raul Fernandes, Minister of Foreign Affairs 
Eugenio Gudin, Minister of Finance 
Henry F. Holland, Asst Secy. of State for Inter-American Affairs 
William C. Trimble, Charge d’ Affaires, ai. 
Andrew Overby, Asst. Secretary of US. Treasury 
Hawthorne Arey, Director of Export-Import Bank 
Robert P_ Terrill, Economic Counselor of Embassy 


Immediately after Mr. Holland's arrival on the afternoon of 
February 8, 1955, the party proceeded to the Minister of Foreign 

Mr. Holland said that he had been greatly concerned by reports 
which had reached him from the American Embassy in Rio and the 
Brazilian Embassy in Washington that the Brazilian authorities feel 
that the United States regards the question of aid to Brazil in purely 
banking terms. He attached so much importance to eliminating this 
misconception that he considered it necessary to interrupt his trip to 
Cuba and Mexico with Vice President Nixon in order to explain our 
position directly to the Ministers of Foreign Affairs and Finance, Mr. 
Holland said he wished to assure both ministers that the United 
States looks on Brazil as an ally and a friend of long standing and 
that it desires to assist Brazil in its present difficulties in the role of 
a partner and not that of a banker, in the same way that Brazil had 
provided assistance to the United States in World War Il. Mr 
Holland continued that he regretted the delay which had occurred 
since Brazil's original request for assistance had been received. He 
knew the Brazilians felt that it had been overly long and he himself 
was inclined to feel the same way. Nevertheless, the delay did not 
imply any reluctance to aid Brazil, but rather was necessary to assure 
full consideration of the situation, including all pertinent statistical 
data and other related information. The cooperation of Dr. Parana- 
gua had been most helpful to interested cuthorities of our govern- 
ment and he wished to express his appreciation of the latter's 
invaluable assistance These studies had now been completed and we 
were now fortunately in a position to discuss the amount and nature 
of the assistance Brazil might require 

The United States had had a proposa! which it was prepared to 
discuss with Mr. Paranagua, however, Mr Holland felt that a more 


Source Department of State. Central Files. 110 15-HO/2-1155 Secret Drafted 
by Trimble and Clarence A Boonstra. First Secretary of the Embassy Transmitted to 
the Department in despatch 1101 from Ric de janeiro. February 11 














Mr. Holland then referred to the announcement which had just 
appeared, to the effect that between three and five per cent of 
Brazil's foreign exchange earnings would be earmarked for Petrobras. 


Mr Holland then raised the subject of aid which the United 
States had already provided to Brazil since the end of World War IL 
He pointed out that in the period mentioned, the Ex-im Bank had 
authorized advances to Brazil in the amount of $830,000,000, of 


can Republics under MDAP had been allocated to Brazil. In addi- 
tion, considerable aid had been extended to Brazil by the 
International Bank. Mr. Holland said he wished to mention these 
figures in order to show that we not only have been appreciative of 
Brazil's needs, but also have made substantial contributions to assist 
her 

Minister Gudin inquired whether the United States was con- 
cerned that Brazil might not pay her debts. Mr. Holland replied that 
he regretted this point had been raised since it was extraneous to the 
issue. The question before us was how the United States as a partner 
of Brazil could assist Brazil in its present difficulties 

Minister Gudin then described at some length the disappoint - 
ments he had suffered during his visit to Washington last October 
when, hat in hand, he had knocked at doors which did not open. He 
felt there was a misunderstanding of Brazil's friendship and impor- 
tance to us, and a strong tendency to regard its problems in strictly 
banking terms. After suffering a series of rebuffs, he had finally 
been able to raise a loan with private banks against Brazilian gold 
which, after all, was the best collateral you could have. It had been 
difficult for him to explain the reasons for Brazil's troubles since 
they did not result from crop failures, floods or other acts of God, 


but vrere occasioned by poor management and bad government in 
the past He drew a parallel in this connection between the situation 
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in Brazil and the management of Argentina's financial affairs in the 
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establishment of United States military facilities in Brazil 
Sincerely yours, 





* Printed from 2 copy whach bears thes typed agnature 
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307. National Intelligence Estimate’ 








NIE 93-55 Washington, March 15, 1955. 
PROBABLE DEVELOPMENTS IN BRAZIL* 
The Problem 
To estimate the current situation in Brazil and probable devel- 
opments through 1955. 
Conclusions 


1. The suicide of President Vargas in August 1954 and succes- 
sion of the moderate-conservative Cafe Filho administration have 


social unrest, particularly in urban areas, and is aggravated by 
uncertainties relating to the presidential election to be held in 
October 1955. (Paras //. 20. 44) 
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6 Brazil will almost certainly continue to support the US on 
major issues between the US and the Soviet Blo~, but. if not granted 
the special consideration to which it feels entitled. with particular 

an 


Soviet Bloc (fare 57) 

7 Brazil will continue to oppose Argentine bids for leadership 
in Latin America and the development of an Argentine-led blox 
Fundamentally. Brazil deprecates the ides of competing blocs in 
Latin America and promotes instead the concept of Hemisphere 
solidarity (fara £5) 

& im the event of general war. Brazil would almost wrtsinily 
participate actively in support of the US (fare 56) 
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I The Political Situation and Prospects 
The Collapse of the Vargas Regime 


12. The present administration came to power in August 1954 as 
a result of the suicide of President Getulio Vargas. The Vice- 
President, Joao Cafe Filho, thereupon succeeded constitutionally to 
the presidency for the remainder of Vargas’ term (until 31 January 
1956). An understanding of the character of the Vargas regime and 
the causes of its collapse is prerequisite to an estimate of the present 
political situation and prospects. 

13. Vargas was an astute politician who shrewdly manipulated 
opposing factions and successfully posed as the friend of the com- 
mon people. During his first period in power (1930-1945) he estab- 
lished the quasi-fascist “New State” as an ideological facade for his 
strong personal rule. He espoused cultural and economic nationalism, 
established federal control over the states, abolished political parties, 
suppressed all opposition of both the left and right, undertook 
government intervention and initiative in economic development, 
promoted industrialization, concerned himself with amelioration of 
the living conditions of the urban masses, extended the franchise, 
and sought to mobilize and control urban labor as a political force 
through government-sponsored labor unions. It was during this 
period that urban lower income groups began to become an impor- 
tant factor in Brazilian politics. 

14. In 1945, in response to a growing opposition to totalitarian- 
ism, the Brazilian Army quietly deposed Vargas and established a 
more normal federal republican regime with General Eurico Gaspar 
Dutra as constitutionally elected president. The two principal politi- 
cal parties which emerged were the Social Democratic Party (PSD) 
and the National Democratic Union (UDN). Both were heteroge- 
neous in composition, but received their direction primarily from 
upper middle class elements and were correspondingly moderate- 
conservative in political outlook. The primary difference between 
them was that the PSD was led by men who had been prominently 
associated with Vargas in the “New State,” while many leaders of 
the UDN had opposed Vargas. 

15. The moderate-conservative Dutra administration failed to 
cope effectively with the growing economic hardships suffered by 
lower middle class and labor groups. Partly as a result of this failure, 
Vargas was able to retain a large personal following and to build up 
a personal political machine—the Brazilian Labor Party (PTB)—based 
primarily on organized labor. In the 1950 presidential campaign 
Vargas exploited both the discontent of lower income groups and 
the ineptitude of conservative political leaders. He was elected with 


49 percent of the popular vote, as against 30 percent for his nearest 
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competitor. However, moderate-conservatives (the PSD and UDN) 
continued to predominate in both houses of Congress and to control 
most state and municipal governments. 

16. Vargas was no more successful in coping with Brazil’s 
mounting economic difficulties than his predecessor had been. In 
contrast to the vigor and self-confidence of his earlier rule, his 
policy was indecisive, largely because of his lack of an assured 
majority in Congress. Although the PSD generally supported him, it 
did so at a policy price which tended to alienate his labor-leftist 
following and its continued support could not be relied upon. 
Moderate-conservatives in general continued to distrust him on 
account of his past record, his labor-leftist associations, his apparent 
indifference toward Communism, and his known tendency to subor- 
dinate pressing economic considerations to the requirements of polit- 
ical expediency. By vacillating between policies designed to gain 
moderate-conservative support and measures calculated to regain the 
loyalty of his indispensable labor-leftist following, Vargas forfeited 
the confidence of both groups. 

17. By early 1954 the economic and political situations in Brazil 
were both extremely precarious. Policies pursued under moderate 
influence had temporarily averted a foreign exchange crisis, but 
inflation continued unchecked. With congressional elections ap- 
proaching, Vargas turned again to the left, the symbol of this 
decision being a decree doubling the minimum wage regardless of 
the economic consequences. By adroit politics, Vargas managed to 
maintain his position despite conservative efforts to oust him on this 
account, but political tension was raised to such a point that this 
regime was vulnerable to any political accident. The accident oc- 
curred when an Air Force officer was killed by Vargas henchmen 
who were attempting to assassinate an editor who had been vocifer- 
ously critical of the regime. The public reaction excited by the Air 
Force investigation of this affair deprived Vargas of popular support 
at a time when moderates and conservatives were already out to get 
rid of him. In these circumstances the Army and Navy acceded to 
Air Force demands that Vargas be forced to resign. 

18. This political intervention by the Army, as the dominant 
military force, was in keeping with Brazilian traditions. The Army 
normally remains aloof from politics, supporting the incumbent 
government, whatever its political complexion, but the Army also 
considers that it has an overriding responsibility for the preservation 
of order and of established institutions. It had already warned 
Vargas, in February 1954, when it demanded and obtained the 
dismissal of his Minister of Labor. It acted in August, not only in 
response to Air Force pressure, but also to check the administration’s 
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sharp trend to the left and to avert the implicit danger of serious 
civil disturbances. 
The Cafe Administration 


19. Cafe Filho’s known personal integrity and political inde- 
pendence raised hopes that he might succeed where Vargas had 
failed in providing effective solutions for Brazil’s politico-economic 
difficulties. Although himself politically left of center, Cafe had 
come to power with the support of the moderate-conservatives and 
the military. His cabinet includes representatives of all the principal 
parties as well as men without party affiliation. For the first time in 
recent years the Brazilian cabinet is composed predominantly of men 
of high intellectual and moral character, concerned primarily with 
the national welfare rather than with personal or party interest. 

20. As was the case with its predecessors, the new administra- 
tion’s most pressing problems are economic, particularly the foreign 
exchange shortage and inflation. It has attempted to meet them by 
advancing a program of retrenchment and austerity such as no 
Brazilian government has hitherto dared to propose. Government 
expenditures have been reduced and government support of indus- 
trial expansion has been withdrawn. In large part, however, the 
administration’s retrenchment program has been frustrated by lack 
of support in Congress. Inflation has not been substantially retarded. 

21. The October 1954 congressional elections failed to provide a 
clear mandate for or against the Cafe program. The moderate- 
conservative parties retained a combined majority in Congress and 
could enact the Cafe program if they united to do so. Party disci- 
pline in Congress is lax, however. Moreover, party politicians are 
understandably disinclined to vote for tax increases, credit restric- 
tions, reduction of agricultural price supports, or curtailment of 
working class benefits in a presidential election year. 


The Approaching Presidential Election 


22. Party preparations for the presidential election to be held in 
October 1955 are taking place in unusual circumstances. For twenty- 
five years Brazilian politics have taken the form of support for or 
opposition to Getulio Vargas. His death has removed their accus- 
tomed point of reference. The labor-leftist elements who followed 
him are now leaderless, but otherwise moderate politicians are 
tempted to compete for the labor-leftist vote, realizing that the 
direction which it takes will probably determine the outcome of the 
election. On the other hand, the armed forces are taking a greater 
than usual interest in politics. They are strongly opposed to the 
election of a Vargas-associated labor-leftist, and, if political develop- 
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ments should tend toward that result, they might intervene to 
prevent the election of such a candidate. 

23. In order to avoid incitement of the masses by competing 
candidates, and also to ensure the election of a president satisfactory 
to themselves, the armed forces l.ave favored the idea of a coalition 
of all major parties in support of a single candidate more or less 
committed to carry out the policies of the Cafe administration. The 
UDN has been receptive to this idea. The PSD, however, under the 
influence of its pro-Vargas wing, had chosen to nominate Juscelino 
Kubitschek, the governor of Minas Gerais, and to seek a coalition 
with the labor-leftist PTB. The PTB is not yet ready to commit itself 
to Kubitschek and the PSD, but could probably be persuaded to do 
so by proper political concessions. In conjunction with Kubitschek’s 
popular appeal, a PSD-PTB combination would probably be suffi- 
cient to ensure his victory in a free election. It might, however, 
provoke military intervention in the election—unless the military 
were privately persuaded that Kubitschek, in office, would pursue 
acceptable policies. 

24. The outcome of the election will depend primarily on 
whether the bulk of the labor-leftist vote can be won by Kubitschek 
(or any other single candidate), or whether it will be divided among 
many candidates. The latter contingency is a possibility. Other 
potential candidates with labor-leftist appeal are Adhemar de Barros, 
Janio Quadros, and Estillac Leal, representing diverse factions. The 
election of a moderate-conservative to the presidency of Brazil 
would be possible only in the event of a serious division of the 
labor-leftist vote. 

25. The action of the UDN will be greatly influenced by the 
prospect for division of the labor-leftist vote. Against a PSD-PTB 
coalition, the UDN would be likely to seek a corresponding coalition 
with Janio Quadros, the independent leftist governor of Sao Paulo. 
If, however, it appears that the labor-leftist vote will be divided, the 
UDN might nominate a moderate-conservative with military connec- 
tions, such as General Juarez Tavora.’ 

26. The next president of Brazil is likely to be a man (such as 
Kubitschek) committed to pursue labor-leftist policies. The election 
of such a president would create a political situation similar to that 
which existed during the Vargas regime. The armed forces would be 
confronted with a hard choice between condoning further evolution 
to the left, at the risk of eventually losing their power to act as 
arbiter in Brazilian politics, or immediately imposing a government 
to their liking, at the risk of precipitating bitter internal dissension 
between labor-leftist and conservative-military elements and possi- 
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bly severe civil disturbances. The prospect, at best, is for continuing 
political tension in Brazil. 
The Communists 


27. The Brazilian Communist Party (PCB) lost strength after it 
was outlawed in 1947. However, since 1951 (when Vargas returned 
to power), and especially during the last two years, it has had 
remarkable success in raising funds and recruiting new members. It 
is now estimated to have 100,000 to 120,000 members and a much 
larger number of sympathizers. It draws its chief support from urban 
labor and lower middle class groups, although the leadership of the 
party is composed largely of professional men and _ intellectuals. 
Retired military personnel also have been active in the leadership of 
front organizations. For the present, the party’s primary effort is 
directed toward the consolidation of its recent gains, rather than 
toward further expansion. The Communists not only maintain nu- 
merous newspapers for the dissemination of propaganda, but have 
also established an extensive school system for the indoctrination of 
party cadres. They talk of developing the party in accordance with 
“the Chinese revolutionary pattern”: i.e., by agitation and organiza- 
tion among the peasants leading to guerrilla resistance in the back 
country and to eventual revolution. Their present strength is concen- 
trated in and around the city of Rio de Janeiro, in the important 
state of Sao Paulo, and in the strategic “hump” of Brazil.‘ 

28. The PCB appears to have two immediate objectives: (a) to 
stimulate and exploit popular discontent in order to discredit 
moderate-conservative government, and (b) to stimulate and exploit 
anti-US nationalism in order to neutralize Brazil as an effective ally 
of the United States. A good example of Communist technique is the 
agitation, in conjunction with that of non-Communist ultranational- 
ists, which contributed to enactment of the existing law excluding 
foreign capital from participation in the development of Brazil's 
petroleum resources. 

29. Vargas was largely indifferent to the rapid revival of Com- 
munism in Brazil during his presidency. No Communist sympathizer 
himself, he presumably supposed that he could control the situation. 
His indifference, however, permitted intensive Communist infiltra- 
tion of some labor organizations, and, to a lesser extent, of the 
bureaucracy and the armed forces. 

30. The Cafe administration has taken some action to neutralize 
this Communist infiltration. Military officers of known Communist 
sympathies have been retired or reassigned; known Communists 





* The attached map shows more fully the distribution of Communist strength in 
Brazil. [Footnote in the source text. This map is not printed.] 
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among the enlisted personnel are being court-martialed. Communists 
are also being removed from positions of labor union leadership. As 
yet, however, little has been accomplished toward removing Com- 
munists from the bureaucracy or from elective public office. 

31. Possibly because the Brazilian Catholic Church underesti- 
mates the strength of Communism in Brazil, it has not engaged in a 
militant campaign against Communism. In any case, Church influ- 
ence in Brazilian politics is usually weak. 

32. Inasmuch as the Communist Party, as such, is still outlawed, 
Communist political action must be effected through other political 
parties. The extent of Communist penetration of other political 
organizations is unknown; it may be extensive in the PTB. In the 
1954 congressional election at least five Communists and Communist 
sympathizers, running under non-Communist party labels, were 
elected, as compared with one such deputy in the previous Congress. 

33. The Brazilian Communists may be able to derive advantage 
from Vargas’ suicide and from his “political testament,” which 
coincided remarkably with the Communist Party line. Their previous 
condemnation of Vargas has been obscured by their effort to incite a 
violent popular reaction to his suicide. They now are able to claim 
him as a martyr to “Yankee imperialism.” Furthermore, in the 
forthcoming presidential election they will be in an advantageous 
position to push their united front prograrn, auctioning a large bloc 
of assured votes in exchange for political concessions. 

34. For some time to come, the Brazilian Communist Party will 
probably continue to increase in membership and political influence. 
It is not likely, however, that the party could, within the foreseeable 
future, gain sufficient strength to win direct control of Brazil by 
electoral means or by force. Its influence on Brazilian policy will be 
exerted through the popular pressures engendered by its exploitation 
of social discontent and nationalist tendencies in the non-Commu- 


nist population. 
Ill. The Economic Situation and Prospects 


35. Brazil has the greatest economic potential of any country in 
Latin America. Territorially larger than the United States, it has a 
fast-growing population of about 58 million, which is about double 
that of the next largest Latin American republic (Mexico). Although 
agriculture occupies over two-thirds of the population, only five 
percent of the arable land is cultivated. Nevertheless, Brazil is the 
world’s largest producer of coffee and bananas, ranks second in the 
production of cacao and citrus fruits, and is at least in fifth position 
in the production of sugar, tobacco, corn, and cotton. Brazil’s herds 
of cattle and pigs are fourth largest in the world. Although much of 
the country remains to be explored, Brazil is believed to have the 
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resources for self-sufficiency in most of the major minerals, the 
principal exceptions being tin, zinc, lead, copper, sulphur, and coal. 
Brazil is an important area for US trade (trade both ways in 1953 
was approximately $1.1 billion) and for direct investment of US 
private capital. By 1953 such investment totalled slightly over $1 
billion. 

36. Brazil’s economic growth since 1930 has been rapid. Since 
the end of World War II gross investment has amounted to about 16 
percent of GNP annually, the overwhelming proportion of which has 
been devoted to industry and construction. GNP increased about five 
percent annually from an estimated $10.8 billion in 1950 to $12.5 
billion (at 1950 prices) in 1953. By 1951 the manufacturing sector 
(including construction) had come to contribute 24.5 percent to total 
GNP, thus equaling the contribution made by the agricultural sector. 
Brazil has continued, however, to rely overwhelmingly on agricultur- 
al and animal exports for foreign exchange earnings. Such exports, 
except during World War II, have accounted for well over 90 percent 
of Brazilian exports, with coffee contributing between 40 to 70 
percent. (Brazil normally supplies about one-half of US coffee im- 
ports, thus acquiring the foreign exchange which has permitted 
Brazil to become one of the important American markets for ma- 
chinery and vehicles. During 1953 and 1954 Brazil supplied only 40 
percent of the US coffee market, however. In the latter year the 
decrease was particularly serious for Brazil, since total US coffee 
imports were off 19 percent under the impact of an unprecedentedly 
high coffee price.) 

37. Divergences in the rate of growth between the various 
sectors of the economy have given rise to serious maladjustments. 
Rapid industrial expansion has not been accompanied by a propor- 
tionate development of transportation and power facilities. Agricul- 
tural and mining production for export has been neglected in favor 
of manufacturing industries. Moreover, emphasis upon capital goods 
industries within the industrial sector tended to create an imbalance 
between the supply of and effective demand for consumers’ goods. 
Inadequacies in basic productive facilities and high cost of distribu- 
tive services contributed to high unit costs of consumer goods, 
maintained and encouraged by a deliberate policy of protection 
through tariff and foreign exchange regulations. 

38. The rapid growth of the Brazilian economy has occurred 
under conditions of uninterrupted inflation. In the last 15 years the 
cost of living has been increasing at an annual rate of more than 16 
percent; in the first 11 months of 1954 the cost of living rose 22 
percent. Prices at the end of 1954 were about 770 percent above 
those in 1939. This rate of price increase is of a different order of 
magnitude from that historically experienced by Brazil, namely, 
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about 2.5 percent annually. In general, wages have lagged behind 
prices. The inflation has been the result of several factors. For some 
years prior to 1947, it was stimulated by the accumulation of 
substantial foreign exchange surpluses, which Brazil was unable to 
convert into consumers’ goods. Since 1947, domestic factors such as 
government deficits and the expansion of credit have fostered the 
inflation. Of considerable importance also has been the fact that a 
large proportion of investment was of the long-term variety which 
did not result in an increased output of consumer goods. 

39. Brazil’s effort to maintain the rate of industrialization, even 
at the cost of severe inflation, has led to recurrent foreign exchange 
shortages. In order to permit domestic industry to purchase its 
needed imports cheaply, a highly inflated value for the cruzeiro was 
maintained. This over-valuation caused a weakening of the competi- 
tive position of Brazilian exports and a concurrent loss of foreign 
exchange. At the same time expansion of industry stimulated Brazil’s 
demand for raw materials, capital goods, and fuels, most importantly 
petroleum. Although industrial production was able to provide sig- 
nificant foreign exchange earnings during World War Il, during the 
postwar period it was unable to compete with the older industrial- 
ized countries, in part because of the over-valuation of the cruzeiro. 
In the same manner, although the Brazilian Government has insisted 
in recent years that new foreign investment be “constructive,” it has 
given greater emphasis to further industrialization than to invest- 
ments that would produce foreign exchange. Consequently the drain 
on foreign exchange resources caused by Brazil’s rising industrial 
production has been unmatched by new foreign exchange earning 
power. 

40. Brazil’s foreign exchange difficulties are dominated by the 
large and increasing demand for fuel imports. About one-third of 
anticipated 1955 dollar receipts are allocated to petroleum imports. 
The wisdom of securing foreign capital to find and exploit the 
domestic petroleum resources, which have been inferred from Bra- 
zil’s geological structure, has long been recognized by many promi- 
nent Brazilians, in view of the lack of good coal reserves and poorly 
located hydroelectric resources. In 1953, however, extreme national- 
ists and Communists spearheaded passage of legislation establishing 
a government petroleum monopoly and excluding foreign capital, 
and they have since prevented a modification of the legislation by 
the new administration. Brazil’s monopoly is not likely to succeed 
except, perhaps, over the long term, because of the country’s lack of 
funds and technical skill. Yet, in the absence of indigenous fuel 
resources, further economic growth will place increasing strains on 
the already inadequate foreign exchange resources. 
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41. During 1953 a serious attempt was made to meet the foreign 
exchange problem. Early in the year the Vargas administration was 
faced with a foreign exchange crisis and a large commercial debt 
backlog, which was temporarily resolved by a $300 million Export- 
Import Bank loan. Shortly thereafter a new Finance Minister, Oswal- 
do Aranha, attempted to reorient the economy to eliminate some of 
the obvious causes of disequilibrium. He made a determined effort 
to stimulate exports by providing subsidies and exchange incentives. 
Simultaneously, he initiated a foreign exchange system which re- 
stricted the volume of all imports, but especially the less essential 
ones. Particularly important was the preference given through ex- 
change control to the development of the retarded basic service 
industries such as transportation and power. Aranha failed, however, 
to secure adequate executive or congressional support. The executive 
branch feared that a curbing of inflation with the consequent 
restriction of industrial development would seriously undermine 
Vargas’ already weakened political position. The Congress, on the 
other hand, refused to accept the political risk involved in opening 
Brazilian oil to foreign investment. Both Congress and Vargas appar- 
ently hoped that large coffee exports at favorable prices would 
postpone or eliminate the problems of drastic internal economic 
readjustment. 

42. However, coffee prices weakened in May 1954, seriously 
aggravating Brazil’s economic position. Vargas then attempted to peg 
the price of coffee, a move which resulted in a serious curtailment in 
Brazil’s volume of exports and earnings of exchange. Commercial 
exchange obligations once again rose to serious proportions. At the 
same time inflation was permitted to run, fed by treasury deficits, 
expansion of bank credits, and the de facto devaluation of the 
cruzeiro. The price-wage spiral was put into motion once again by a 
series of wage increases, particularly by the doubling of minimum 
wages decreed by Vargas as of 1 May 1954. 

43. The Cafe administration has demonstrated its awareness of 
the necessity for politically unpalatable measures to meet Brazil's 
economic difficulties. However, it has not felt itself sufficiently 
strong politically to propose such basic reforms as restriction of 
wages, abandonment of coffee stabilization, or the admission of 
foreign capital for petroleum development. Moreover, congressional 
cooperation has not been forthcoming. 

44. On taking office the Cafe administration was immediately 
faced with a foreign exchange crisis which was met with the help of 
a $200 million loan from US banks. At the same time it undertook a 
program to raise exports and reduce imports, particularly in relation 
to the dollar area. The trade pattern planned for 1955 provides for 
imports from convertible currency areas (primarily the US) in the 
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amount of $532 million, a sharp decrease from the $755 million of 
1954. The machinery for implementing this decrease lies in a purely 
administrative reduction of the dollar exchange auctioned to import- 
ers. Such a reduction is probably feasible since some imports can be 
shifted to the nonconvertible account where there is little payment 
difficulty except in connection with sterling. Exports to the convert- 
ible currency areas are to be raised from $580 million in 1954 to 
$720 million in 1955. Brazil’s recapture of its traditional share of the 
American coffee market will be essential to the realization of this 
export goal. 

45. The major deterrent to adequate coffee sales in the past 
eight months has been the price stabilization program instituted by 
Vargas in the last months of his regime, with nationalist overtones 
of “protecting” Brazilian coffee interests from “international finan- 
ciers.” Under the program a minimum export price was established, 
and the Bank of Brazil granted to coffee interests loans equaling 100 
percent of the value of the coffee stocks, valued at the equivalent of 
a New York price of 87 cents per pound. When the policy was 
instituted it was hoped that the New York price would be forced up. 
In fact, it has decreased about 33 percent, mostly in two stages, in 
August 1954 and February 1955. Meanwhile the coffee interests are 
still receiving the same minimum cruzeiro price and are under no 
financial pressure to dispose of their stocks, and foreign exchange 
receipts from coffee sales are sunning below Brazil's minimum 
requirements. As a result of this, Brazil was forced to seek new 
financial aid early this year. On 9 February 1955 the Export-Import 
Bank granted a $75 million credit which Brazil may draw on at a 
rate of $15 million monthly, if necessary to meet the estimated 
minimum dollar exchange requirements. International financial com- 
mitments in dollars, which cannot be further postponed, require 
foreign exchange earnings (including drawings under the new $75 
million Export-Import Bank credit) of at least $60 million monthly; 
such earnings can be obtained only from exports of coffee to the 
United States in greater quantity than in January. If this does not 
take place, the use of cash balances and existing borrowing rights 
from private American banks might close the gap for a short time, 
but subsequently Brazil would again seek US Government aid. The 
Brazilian Government may believe that American exporters, alarmed 
at the loss of their markets in Brazil to European firms unaffected by 
the dollar shortage, would successfully press the US Government to 
grant effective financial aid. 

46. The Cafe administration recognizes the need to check infla- 
tion, but, in the existing political situation, the courses open to it are 
narrowly circumscribed. It has also proposed new taxes in order to 
reduce its deficit spending, but could obtain from Congress only 
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one-third of the tax increase requested. It thereupon undertook to 
reduce government expenditures, but has actually been obliged to 
grant to its civil and military employees “temporary” pay increases 
not provided for in the budget. Moreover, the Brazilian Government 
is responsible, in the public mind, for the country’s continued 
economic growth, and is therefore under heavy pressure to maintain 
a high rate of economic activity. A continued decline in the rate of 
private investment, such as occurred in 1953-1954, would probably 
compel the government to resume expenditures for public works, 
even though it is fully aware of the inflationary effects of such a 
policy. Consequently, there is little prospect that the Cafe adminis- 
tration can substantially retard the progress of inflation. 

47. In these circumstances (paras. 43-46) the Cafe administration 
cannot be expected to accomplish much toward the solution of 
Brazil’s deepseated and politically dangerous economic difficulties. 
The administration to be elected in October 1955 will have to face 
the same problems. There is little prospect that it will have the 
political strength to impose drastic remedies. In fact, as long as any 
Brazilian administration assumes that dollar loans are readily avail- 
able, there is little likelihood that it will incur the political risks 
involved in stabilizing the economy. However, the administration 
would be even less willing to follow politically dangerous policies in 
the absence of dollar loans. Rather, it would be under extreme 


pressure to apply radical, nationalistic solutions to Brazil’s economic 
problems. In any case, effective action over an extended period will 
be required to stabilize the Brazilian economy. 


IV. The Armed Forces 


48. The Brazilian armed forces, organized and trained on US 
lines, have an over-all strength of approximately 204,000. The Army, 
numbering 108,000, consists of 7 infantry, 1 armored, and 4 cavalry 
divisions, numerous separate combat units, and supporting troops. In 
addition, there are 55,000 militarized police available for local and 
regional use. The Navy, with a personnel strength of 21,000, has a 
combat force of 2 light cruisers, 7 destroyers, and 32 smaller escort, 
patrol, and mining vessels. Two additional destroyers now under 
construction may become available during 1955. The Air Force, with 
a personnel strength of 20,000 (including about 1,000 pilots), main- 
tains 5 fighter, 2 light bomber, 2 patrol, 2 reconnaissance, and 2 
transport squadrons. It has about 950 combat, reconnaissance, and 
transport aircraft, including 68 British jet fighters. 

49. The operational effectiveness of the three combatant services 
is high by Latin American standards as a result of their reorganiza- 
tion, re-equipment, and operational experience wita US forces in 
World War II, and of the assistance of US military missions. Their 
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effectiveness is impaired, however, by a lack of adequate support 
facilities, poor maintenance and general obsolescence of equipment, 
and dependence on foreign sources for resupply of material, muni- 
tions, and fuel. A severe dollar shortage and the high cost or 
unavailability of US military supplies have caused Brazil to turn to 
Europe for some aircraft and military equipment, to the detriment of 
Hemisphere arms standardization. However, procurement from this 
source is also severely limited by fiscal considerations. 

50. Brazil participates actively in the Inter-American Defense 
Board and has a bilateral military assistance agreement with the US.° 
Under this agreement, Brazil has designated certain units as available 
for Hemisphere defense, including service outside its own national 
territory. With MDAP support, the equipment and training of these 
units will be improved. 

51. The Brazilian armed forces are adequate to maintain internal 
security and to deter aggression by any neighboring power. They 
could not repel a major overseas invasion without US assistance. In 
the event of general war they could probably protect strategically 
important installations and facilities from extensive sabotage and 
from possible raids. The Brazilian Navy and Air Force have limited 
convoy escort and antisubmarine warfare capabilities, but effective 
patrol of the long Brazilian coast would require the active participa- 
tion of US forces. With US logistic support the Army could provide 
a small expeditionary force. 


V. Probable Foreign Policy 


52. Brazil has traditionally regarded itself as the particular friend 
and ally of the US in Latin America. With a self-confidence based 
on its vast extent and relative political stability, it has considered 
itself superior to its Spanish-speaking neighbors and the natural 
associate of the US. Moreover, the US is by far Brazil’s most 
important coffee market and the only important source of needed 
financial and technical aid. For these reasons Brazil strongly desires 
the friendship and support of the US and is highly sensitive to any 
US tendency not to accord Brazil special consideration and favor. At 
the same time Brazil is sensitive to any implication of US tutelage. 

53. In recent years US-Brazilian relations have occasionally been 
impaired by growing Brazilian nationalism, which has produced 
friction in both economic and politico-military affairs. An important 
factor in this development has been a growing feeling ir. Brazil that 
the US undervalues Brazil's friendship and tends to take it for 
granted. In particular, Brazilians feel that US economic and financial 





* This agreement was signed at Rio de Janeiro on March 15, 1952, and entered 
into force on May 19, 1953; for text, see 4 UST 170 
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assistance to Brazil has not been commensurate with Brazil’s past 
services and present strategic importance to the US, or with Brazil's 
value to the US as a moderating influence in Latin America and in 
UN affairs. In common with other Latin Americans, Brazilians resent 
what they regard as the favored position of Europe and Asia 
respecting the amount and terms of US assistance. 

54. Brazil has made no move to restore diplomatic relations with 
the USSR which Brazil severed in 1947. It maintains diplomatic 
relations with Poland and Czechoslovakia and has received a com- 
mercial mission from Hungary. Brazil’s trade with the Bloc has 
increased markedly over the past year, but is still very small. There 
are mounting popular pressures for expanding relations with the 
Bloc. This idea is generally attractive because of Brazil's need to find 
new markets for its exports, and also probably at official levels as a 
means of strengthening Brazil’s bargaining position vis-a-vis the US. 
Communists and their sympathizers are pressing the idea of large 
Bloc markets for their own ulterior purposes, with considerable 
nationalist support. 

55. In the Latin American community, Brazil has always op- 
posed Argentine bids for leadership. In particular, it has sought to 
counter Argentine designs on Uruguay, Paraguay, and Bolivia. Fun- 
damentally, Brazil deprecates the idea of competing blocs in Latin 
America, and promotes instead the concept of Hemisphere solidarity. 

56. Brazil's political and military leaders favor the concept of a 
collective Hemisphere defense, and they also seem opposed to neu- 
tralist positions in connection with broader international problems. 
In event of general war, Brazil almost certainly would participate 
actively in support of the US. 

57. Brazil almost certainly will continue to support the US on 
major issues between the US and the Soviet Bloc. Barring an increase 
in the influence of the Communist and extreme-nationalist factions 
in the Foreign Office, Brazil will almost certainly continue to sup- 
port the US on most important issues in Hemisphere affairs. Brazil's 
strategic materials will continue to be available to the US and it is 
likely that progress on the large-scale manganese development in 
northeastern Amapa will permit shipments to the US to begin in 
early 1956. However, a desire to strengthen its bargaining position 
vis-a-vis the US will be an important factor in Brazilian peacetime 
diplomacy, and frictions will almost certainly continue to occur, 
particularly on economic questions. Brazil will seek to establish 
closer economic relations in Latin America and with Western Europe, 
and will also seek to increase its now minor non-strategic trade with 
the Soviet Bloc. 
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308. Memorandum by the Officer in Charge of Brazilian 
Affairs (Cottrell)' 








Washington, March 22, 1955. 
BRAZIL—STATUS REPORT 


Summary 

Brazil’s dollar deficit, internal inflation, and political turmoil are 
the outstanding characteristics of the present Brazilian situation. The 
present caretaker government refuses to institute necessary economic 
reforms, znd political jockeying prior to the presidential elections 
this Octover prevents efforts to check the deteriorating situation. 
Primary U.S. objectives are to maintain Brazil's political orientation 
towards us, prevent Communist growth, and have Brazil reestablish 
economic stability. Alternative policies to achieve these goals in- 
clude: (a) working out a “package” program with the Café adminis- 
tration setting forth what Brazil should do now and what the US. 
would be prepared to do; (b) going behind the present administra- 
tion to the military leaders with a comprehensive program which the 
military should force upon the Café administration; (c) providing 
“stop-gap” assistance to keep the Café administration afloat until a 
new group takes over, either through elections in October or by a 


military coup. Then approach the new group with a comprehensive 
plan. Conclusion: Plan (c) is preferred in view of all factors involved. 


Report 


{Here follow sections I and II containing a detailed discussion of 
Brazil’s economic and political problems. ] 

III—LLS. Objectives and Alternative Courses of Action 

Our basic objectives in Brazil are to maintain a political o:ienta- 
tion toward the U.S., to prevent Communist growth, and to have 
Brazil regain economic stability. Our immediate objective, in view of 
Brazil’s deteriorating economic situation, is to prevent an economic 
breakdown. Our secondary objective is to promote economic rehabil- 
itation. Alternative courses of action which we may pursue could be 
the following: 

(1) Prepare a “package” which would include what Brazil must 
undertake in order to reestablish its economic stability together with 
what assistance the U.S. is prepared to give concurrently. We would 
insist that the Café administration abandon its caretaker policy and 
start immediately to take those measures necessary to meet the 





* Source: Department of State, Central Piles, 732.00/3-2255. Secret. 
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situation. Comment: It is believed that this approach would be unsuc- 
cessful because the present administration is not politically prepared 
to carry forward a comprehensive program and the Brazilian Con- 
gress is not prepared to approve one during an election year. 

(2) Establish liaison with the military figures behind the Café 
administration. These men would be told that strong measures are 
necessary now to prevent collapse and that the U.S. Government is 
prepared to assist if the military agree to force a comprehensive, 
constructive program at this time. Comment: This approach is also 
impractical because the military is primarily concerned with the 
defeat of Kubitschek and will not force a program which would 
certainly alienate many groups whose support is considered essential 
in the election. This measure would be a thinly veiled form of 
intervention in which we would underwrite the military in assuming 
control through extra-constitutional means. The repercussions and 
criticism of such a course could be disastrous to the reputation of 
the US. in Brazil. 

(3) The U.S. should be prepared to provide additional credit if it 
is needed to enable Brazil to meet its dollar commitments this year 
and stay afloat despite rising internal inflation. In addition, the US. 
should provide any other kinds of “stop-gap” aid which may appear 
possible and desirable. This might involve supplies of agricultural 
products on credit, such as in the PL-480 proposals. Then the US. 
should prepare a comprehensive economic reform program to discuss 
with the new Brazilian administration immediately upon a change of 
government. Comment: This appears to be the best policy because: 


(a) It would provide the only effective immediate help the US. 
can offer to prevent a 

(b) It would offer a better chance to help Brazil to reestablish 
economic stability when it is politically possible to make the pro- 
gram effective; and 

(c) It would avoid moral censure of intervention and avoid the 
shifting of direct responsibility to us for Brazil's economic recovery. 
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309. Telegram From the Ambassador in Brazil (Dunn) to the 
Department of State’ 


Rio de Janeiro, May 1, 1955—noon. 


1011. Following is a summary Embassy despatch’ analyzing 
developments and outlook Brazilian political-economic situation 
since Embassy despatch 599 [999] January 24.° 

Political situation has continued to deteriorate. Government's 
weaknesses, ineptitude and engruo~sment political maneuvering in 
which it has displayed little foresight or acumen have accentuated 
caretaker character and further diminished Cafe Filho’s prestige and 
popular support. It has failed to build significant support for self or 
for presidential candidate to oppose Kubitschek whose election it 
feels would mean return to Getulism.‘ 


Strength of Kubitschek, backed by Vargas elements with consid- 
erable financial support grew steadily until early this week when 
alliance with Joao Goulart, Vargas political heir and PTB leader, 
caused significant defections among financial backers and influential 
Correio da Manha. 

Marshal Dutra has publicly denounced Kubitschek—Goulart 
combination and Minister of War in letter released to press clearly 
implied that he might be unable to control army should such 
combination win. 

Against this shifting background alternatives being discussed are 
postponement elections by congressional action involving amend- 
ment constitution or military coup. First of these would be possible 
only through extreme pressure on Congress, probably by military. 
Second would depend on unity of armed forces, now divided. 

From our standpoint election Kubitschek might pose serious 
problem. Regardless his personal inclinations he would probably 
have same supporters and same opponents as Vargas and thus might 
become prisoner of situation beyond his control. Influence of Gou- 
lart in his administration might be factor of dangerous instability 





* Source: Department of State, Central Files, 732.00/5-155. Secret; Priority. 

* Reference is to despatch 1441 from Rio de Janeiro, May 4, not printed. (/bid., 
732.00/5-455) 

* Document 300. 

* A term applied to the programs and policies of former President Vargas. 
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difficult to contain and Goulart’s anti-US bias would be prejudicial 
our relations with Brazil. 


Postponement elections would merely beg question and might 
well prolong and intensify rather than relax tension, while replace- 
ment presidential system by European type parliamentary one, 
which now being considered, would tend toward greater instability 
and confusion. 

Economic situation has continued largely unchanged since Janu- 
ary with some improvements being noted in certain sectors due 
iargely Gudin’s anti-inflation measures. Fact that $75 million export- 
import loan not yet drawn on is indication improvement and dollar 
receipts during April appear highest since last November. Neverthe- 
less, failure Brazil to face so far basic problems in exchange control 
system and coffee and petroleum policy, coupled with uncertainty as 
to capacity of elderly new Finance Minister Whitaker’ result in 
confused economic outlook similar that political sphere. Administra- 
tion obviously hopes utilize financial pressure to reduce Kubitschek 
support. No indication exists that Whitaker intentionally would 
return to inflationary policy. On contrary he apparently hopes 
undertake certain major steps in finance and coffee; however, his 
personal and political capability not clearly evident. Initial coffee 
move this week suspending government purchases, although step in 
right direction, was poorly executed. 

In current tense preliminary period of fluid political maneuver 
with lines still obscure we feel it would be highly inadvisable to 
inject US into political picture in any way. Vargas political testament 
seems likely to be used in forthcoming campaign and anti-American- 
ism might become potent political weapon. 

We see no immediate need for additional emergency financial 
assistance, which if granted might be dissipated to the benefit of 
neither Brazil nor US. But we should bear in mind possibility that 
serious deterioration could make rapid reappraisal necessary. Finally 
recommend that no decision be taken at this time re possible 
extension of $75 million credit and that if Brazilians should ap- 
proach in matter we take position discussion this time premature. 

Dunn 





* Gudin resigned as Finance Minister on April 5; José Maria Whitaker replaced 
him on April 13. 
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310. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Under Secretary 
of State (Hoover)' 


Washington, May 12, 1955. 


SUBJECT 
Your memorandum to me dated May 5” 


on 


The subject memorandum requested my assessment of the Bra- 
zilian situation, together with specific proposals for action of a type 
which may form the basis of discussion with Secretary Humphrey. 

I believe our basic interests in the Brazilian situation are: (1) in 
having a new administration in Brazil which will be responsible and 
able to face and handle Brazil’s many problems; (2) in doing what 
we can to keep Brazil’s head above water until a new administration 
takes over; and (3) then helping Brazil regain some measure of 
economic stability. Until these three things happen, our relations 
with Brazil will be very difficult. 

With respect to the first point, political maneuvers now taking 
place in Brazil indicate that Juscelino Kubitschek, Governor of Minas 
Gerais, is in the leading position. He is likely to pursue a rather 
nationalistic course if elected, particularly if ex-Labor Minister Gou- 
lart and the old Vargas crowd come in with him. Etelvino Lins, the 
other leading candidate, is weak politically and unlikely to win. 
Adhemar de Barros is expected to announce his candidacy with some 
military support on a progressive platform. A military candidate may 
emerge later on a conservative platform... . 

With respect to the second point, I believe we should continue 
our present policy of helping Brazil keep afloat until a new adminis- 
tration takes over. Improvement in the last two months in Brazil’s 
dollar receipts has enabled them not to have to draw yet on the $75 
million credit we extended in February. However, if coffee receipts 
drop off they may be forced to do so within the next few months. I 
believe we and Treasury should watch carefully Brazil’s export 
policies, the movement of coffee, and the balance of payments. If 
Brazil is forced to draw down the $75 million, we should consider 
granting an additional amount if necessary. 

With respect to the third point, I believe it is not possible to 
work out with Brazil now any long-range plans to regain economic 





* Source: Department of State, Central Files, 611.32/5-1255. Secret. 
* Not found in Department of State files. 
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stability. The present Café administration will remain in power only 
a short time longer and is simply not interested or able to move in 
on Brazil’s basic problems. The new Finance Minister, Whitaker, will 
probably do what he can administratively but this will not be 
sufficient. We are forced to await the advent of a responsible 
administration before any real program can be achieved. 

Meantime, we can pursue certain limited constructive objectives 
which include: (1) negotiation of atomic energy agreements, (2) 
limited military understandings, (3) continue to press the Brazilians 
regarding their internal credit policy, (4) maintain closest scrutiny of 
coffee policies and be prepared to discuss these at appropriate time, 
(5) overhaul of our FOA program in Brazil, (6) USIA efforts to 
mitigate anti-U.S. election propaganda, .. . , (8) training of labor 
leaders and other key people under our exchange program, (9) 
expanding our binational center program, (10) conclude a PL—480 
agreement on wheat, and (11) arrange to provide coal in return for 
rare earth sulphates and cruzeiros through FOA. 


Recommendation: 
I believe our policy now should be to proceed with the projects 


outlined above pending the emergence of a group in Brazil with 
whom we can work with some degree of effectiveness on Brazil’s 


basic problems. Meantime, we can plan our approach to the new 


3 


group. 





* There is no indication on the source text of action by Hoover on this recom- 
mendation. 
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311. Memorandum of a Conversation, Washington, May 24, 
1955, 11 a.m.' 


SUBJECT 
Political and Economic Situation in Brazil 
PARTICIPANTS 


Secretary of Treasury George Humphrey 
Under Secretary of Treasury Randolph Burgess 
Assistant Secretary Andrew Overby—Treasury 
Colonel King—CIA 

David Smizer—CIA 

ARA—Assistant Secretary Henry F. Holland 
OSA—Rollin S. Atwood 

OSA—Sterling J. Cottrell 


The discussion covered the present political and economic situa- 
tion in Brazil. It was noted that there are now five declared candi- 
dates for the presidential election in October of this year. 
Ex-Governor Juscelino Kubitschek of Minas Gerais is in the leading 
position with ex-Labor Minister Jango Goulart as his Vice Presiden- 
tial running mate. General Juarez Tavora will attract conservative 
and military support. Etelvino Lins, ex-Governor of Pernambuco, is 
weak politically and unlikely to win. Adhemar de Barros may 
announce his candidacy soon on a liberal platform. Plineo Salgado” 
will attract some ultranationalist support. Other candidates may 
emerge. The Commies do not favor any of the present candidates 
and urge a separate movement. 

Political maneuvers preclude any accurate estimate at this time 
of who will win the election. A regrouping among the conservative 
forces to present one candidate appears to be their only possibility 
of overtaking the Kubitschek lead... . 

With respect to the economic situation, it was noted that on 
May 24 Brazil had drawn $45 million of the $75 million Eximbank 
credit and that the balance might be requested soon, depending upon 
the movement of coffee. It was also noted that Finance Minister 
Whitaker is now considering possible changes in the present ex- 
change system, moving toward a single rate, at least for exports. 
Dollar receipts through the first half of May were low and improve- 
ment will depend to a large extent on Brazilian decisions with 
respect to the exchange rate. Importers of coffee are apparently 
buying “hand to mouth” pending some indication that Brazil will 





*Source: Department of State, Central Files, 732.00/5~-2455. Secret. Drafted by 
Cottrell. Holland transmitted a copy to Hoover on May 27. 
? A candidate of the Partido de Representacao Popular (PRP). 
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settle on some rate with the expectation of holding it for a reason- 
able length of time. 

In summary, it was agreed that ... the developing political 
situation should be watched very carefully. Also, this Government 
should be prepared to extend the minimum amount of credit neces- 
sary to keep Brazil afloat through this year if and when the $75 
million credit is exhausted.° 





?In telegram 1134 from Rio de Janeiro, June 11, the Embassy appraised the 
Brazilian politico-economic situation in light of developments which occurred since 
telegram 1011, May 1 (Document 309). In concluding its analysis, the Embassy made 
the following assessment: 

“Foregoing would appear to indicate that it is neither necessary nor desirable for 
us to contemplate at this time large scale measure of financial aid to Brazil which 
would, of course, involve correlative measures of economic reform. Present govern- 
ment is not in position and Brazilian Congress is not appropriately oriented to effect 
fundamental changes required. We do not discount possibility that Brazil may need 
some additional assistance before end of year, but feel that if granted it should not 
exceed minimum requirements.” (Department of State, Central Files, 732.00/6—1155) 





312. Report by the Operations Coordinating Board’ 


Washington, June 14, 1955. 
BRAZIL—SPECIAL STATUS REPORT 
Summary 


Brazil’s dollar deficit, internal inflation and political turmoil are 
the outstanding characteristics of the present situation in that coun- 
try. The Café Filho administration is concerned almost solely with 
political maneuvering prior to the October 3 presidential election, 
and the deteriorating economic situation is not receiving constructive 
attention. U.S. immediate interests in the Brazilian situation are: (1) 
in having a new administration in Brazil which will be responsible 
and able to face and handle her many problems; (2) in doing what 





*Source: Department of State, OCB Files: Lot 62 D 430, Brazil. Top Secret. 
Forwarded to the Operations Coordinating Board on June 16 under cover of a note by 
Elmer B. Staats, the Board’s Executive Officer. In the note, Staats indicated that the 
special status report on Brazil had been prepared by the OCB Working Group on 
Latin America in response to the OCB’s request at its June 1 meeting. The Board had 
noted the report at its June 14 meeting. This version of the report, Staats 
contained the revisions of the original June 7 draft report which were suggested by 
Treasury and State. 
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we can to keep Brazil’s head above water until a new administration 
takes over and (3) then helping Brazil regain some measure of 
economic equilibrium. With respect to the first point, it is at present 
impossible to determine any point at which U.S. influence can 
effectively be brought to bear on the Brazilian political situation 
because the parties are too fragmented. If a regrouping of political 
forces takes place, it may be possible at a later date to consider 
appropriate action. Concerning the second point, the U.S. should 
consider whether additional “stop-gap” aid will be necessary to keep 
Brazil’s head above water. Concerning the third point, Embassy Rio 
is being requested to outline an agenda for discussion with the 
incoming Brazilian administration ... to re-establish economic 
equilibrium. The working group is preparing an outline plan... 
which is tentatively scheduled for consideration of the Board on July 
6, 1955.” 


Political Situation 


The following candidates for president in the October elections 
have appeared: Juscelino Kubitschek, ex-Governor of Minas Gerais, 
is a strong contender. If elected, he is likely to pursue a rather 
nationalistic course particularly if ex-Labor Minister Goulart and the 
old Vargas crowd come with him. Etelvino Lins, the conservative ex- 


Governor of Pernambuco, is weak politically and unlikely to 
win. .. . Adhemar de Barros may announce his candidacy on a 
progressive platform. General Juarez Tavora, who is moderately 
nationalistic and of high personal integrity and reputation, will 
attract conservative and military support. Ex-Finance Minister Os- 
waldo Aranha has a following from the old Vargas group. Plineo 
Salgado wi!' attract some ultra-nationalist support. Moura Andrade, 
wealthy coffee and cattle grower, has small support in Sao Paulo. 
The Communists are uncommitted but pushing for organization of a 
popular front. 

Joao Goulart, ex-Labor Minister under Vargas, is still expected 
to run as vice presidential candidate on the Kubitschek ticket. This 
combination appears to have the most support at the present time. 
The other candidates, with the exception of Salgado, draw support 
from and split the conservative forces... . Certain attitudes and 
pronouncements, on the part of the armed services, expressing their 
opposition to continuance in power of the Vargas forces, raise the 
possibility that a military coup might supervene to prevent elections. 





* The outline plan for Brazil, dated June 27, was considered by the OCB on July 
20. It was approved with minor revisions and circulated on July 26, under cover of a 
memorandum by Elmer Staats. The plan, not printed, is ibid: Lot 61 D 38, Latin 
America—Documents, 1954-1956. 
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This possibility appears to have receded within recent weeks but 
cannot be entirely discounted. 

The Brazilian Communist Party (PCB) appears to have three 
immediate objectives: (a) to stimulate and exploit public discontent 
in order to discredit moderate-conservative government; (b) to stim- 
ulate and exploit anti-U.S. nationalism in order to neutralize Brazil 
as an effective ally of the United States and (c) to advance its 
popularity by electoral means in coalition with other groups. It is 
unlikely that the Brazilian Communists can or will attempt to seize 
power by force in the near future. 

The disunity and disorganization of moderate-conservative prep- 
arations for the October presidential elections, together with the 
widespread popular unrest resulting from the Vargas legacy of 
extreme economic instability and severe inflation, are currently pro- 
viding a propitious background for the exploitation of popular 
discontent. The PCB’s most effective work against the U.S. is being 
carried out under the National Emancipation League (LEN) whose 
aims include “national economic independence” based on the de- 
fense of subsoil riches and liberation of Brazil from “North Ameri- 
can Imperialist Yoke.” Branches of this organization have been 
established in some 250 cities and towns, and the organization 
appears to be both active and vociferous. The Party’s recent electoral 
activities have been characterized by a frantic but thus far unsuc- 
cessful search for a presidential candidate behind which it could 
marshal its strength and its recent coalition with Adhemar de Barro’s 
PSP-PTB combination in Sao Paulo whose candidates just won a 
smashing victory in the mayoralty contest. This mayoralty victory 
will probably add to Communist prestige and should enhance their 
position in the forthcoming presidential elections. 

Economic Situation 

The deterioration of the Brazilian dollar position continues. 
Despite efforts of the Bank of Brazil to reduce dollar payments as 
much as possible, the very low level of receipts has continued the 
drain on limited dollar reserves. The Bank of Brazil estimates that 
during June-December 1955 it will have to meet dollar requirements 
of $510 million, and has projected dollar receipts of $420 million. To 
cover this projected gap of $90 million, on June 1 Brazil had $80 
million in disposable cash and unused credit lines, including $30 
million not yet drawn on the Eximbank line established in March. 
Earlier forecasts by the Bank of Brazil have overestimated both 
dollar earnings and expenditures. The outcome for the remainder of 
this year can scarcely be predicted before the Brazilian Government 
has reached a decision on its support price for the new coffee crop 
and the coffee exchange rate. It is possible, however, that a substan- 
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tial deficit will occur, in which case the U.S. Government may wish 
to consider extending additional minimum credits to Brazil. 

Mr. Bernstein’ of the International Monetary Fund has recently 
returned from a visit to Brazil and with the assistance of the IMF 
staff is now preparing a report which is to recommend the principles 
which should guide Brazil in the revision of its exchange system. 
Revision is necessary because the movement of coffee is mow on a 
hand-to-mouth basis since importers expect a lower price and are 
reluctant to buy, while exporters expect an exchange revision in 
Brazil which would give them a higher cruzeiro return so they are 
reluctant to sell. Consequently, a major revision of the exchange 
system, which had prospects of lasting for a reasonable period, 
would probably promote larger sales, although at lower prices. When 
the IMF Staff has drawn up these recommendations for submission 
to the Fund’s Board of Directors, it will be necessary for the US. 
Government to consider these proposals. 

Coffee has moved slowly into foreign markets, partly because of 
Brazilian indecision concerning its exchange policy. Last week in 
New York a non-government conference of coffee interests of Latin 
America proposed the organization of an International Coffee Office 
and an international agreement to be submitted for ratification by 
their respective governments. The agreement would be designed to 
“achieve stability of the market, protecting both the interests of the 
consumer and the producers.” Events will determine whether this 
new organization can obtain support for any plan which will be 
effective. 


Secondary Problems 


In addition to our major policies, the US. is taking certain 
limited constructive actions which include: (1) negotiation of atomic 
energy agreements, (2) limited military understandings, (3) strength- 
ening the technical cooperation program in Brazil, (4) USIA efforts to 
mitigate anti-US. election propaganda, ... (6) training of labor 
leaders and other key people under our exchange program, (7) 
expanding our binational center program, and (8) arranging to pro- 
vide coal in return for cruzeiros and rare sulphates through FOA. 





> Edward M. Bernstein, Director of the Research and Statistics Department, IMF. 
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313. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Secretary of State’ 


Washington, August 30, 1955. 
SUBJECT 
Invitation for State Visit for President-elect of Brazil 
A new Brazilian President will be elected on October 3, 1955, 
and will be inaugurated on January 31, 1956. For the reasons set out 
below I recommend that we obtain authority to invite the new 
president to visit the United States early in 1956; provided, that the 
elections are not characterized by violence or other factors which 
would make this undesirable. My reasons are: 


the Communist party and ti-U.S. sectors in Brazil; the great 
im of the problems, such as amendment of petroleum code, 
Brazil's economic policies, measures to stabilize the coffee industry, 
Defense’s needs for new bases in Brazil, which will arise during the 
period of the next administration there, justify the strongest effort 
on our part to establish at the outset effective working relations 
with the new president, whoever he may be. 


extending immediately after his election an invitation for the Presi- 
dent-elect of Brazil to visit the United States early in 1956 at a time 


to be agreed upon later.’ 


* Source: Department of State, OSA Files: Lot 58 D 42, Brazil 1955—Visits to the 
United States. Confidential. Drafted by Rowell and Holland. Sent through the 
Executive Secretariat (S/S). 

* There is no indication on the source text whether the Secretary approved the 
recommendation at this time. 

In a letter to Rowell, September 8, Trimble noted that Ambassador Dunn was 
“heartily in favor” of inviting the Brazilian President-elect to make an official visit to 
the United States. Trimble observed that “it would seem desirable to have the tracks 
greased in Washington so that an invitation can be extended to the successful 
immediately after the election is over.” (/bid.) 





+ 
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314. Memorandum From Rudolf E. Cahn of the Office of 
South American Affairs to the Assistant Secretary of 
State for Inter-American Affairs (Holland)' 








Washington, October 14, 1955. 
SUBJECT 


Brazil: Program of Economic Reforms (Your memorandum of July 30 to 
Messrs. Lyon, Cale, and Dearborn)’ 


_—_ 


There is attached a Program of Economic Reforms for Brazil for 
discussion with the new Brazilian administration. This program was 
prepared and agreed upon by OSA, AR, and E. Copies of this 
program have been sent to Mr. Corbett, who will clear it with 
Treasury and Eximbank. 

The basic conclusion reached was that any special US. assist- 
ance should be contingent upon real progress by the Brazilian 
Government in achieving economic stabilization through such correc- 
tive measures as are wholly within its own capacity. 
js Lefton: 


That you approve the conclusions and program of action.’ 


[Enclosure] 


ECONOMIC PROGRAM FOR BRAZIL‘ 
l—Objectives of Economic Reform 
In our talks with the Brazilians we should impress on them that 
prompt and firm measures are required to achieve the following 
objectives of economic policy: 


the consumes cf @o Gan 
2) The correction of the deficit in the balance of international 


payments; 





* Source: Department of State, OSA Files: Lot 58 D 42, Brazil 1955—Economic 
(General). Confidential. Also addressed to Lyon. Dearborn and Cale concurred with 
the analysis presented in the enclosure. 

? Not found in Vepartment of State files. 

* Holland initialed his approval on the source text. 

* Confidential. Drafted by Cahn, Turkel, and Joseph Rosa, Adviser, Economic 
Development Division. 
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3) The correction of the imbalance among the various sectors of 
the development program. 
iM le Achieve Objectives 

While we have definite views as to the concrete measures 
necessary to achieve these three objectives, we are confident that the 
Brazilians have sufficient competence in these fields to formulate the 
necessary measures if the new Government is firmly determined to 
undertake and carry out those measures. A list, including both short 
or long-term measures, is attached hereto. Action must be undertak- 
en vigorously across the broad front if success is to be achieved. 
Three areas, however, are of supreme importance if Brazil is to 
escape from chronic financial instability and repeated crises; these 
are: 

1) The control of the quantity and destination of bank credit; 

Bop cope p Ayko gh\ + queen 

3) The reform of the exchange system. 


ll—What the Brazilians Will Probably Ask For 


In discussing with Brazil the problem of her economic instabili- 
ty, it seems probable that she would request us to assist her along 
any or all of the following: (1) refunding of her short-term indebted- 
ness, (2) a substantial loan to be used for balance of payments 


purposes and to provide an adequate reserve in connection with 
exchange reforms and (3) development loans primarily as recom- 
mended by the Joint Commission. 

It may be recalled that we have come to the assistance of Brazil 
in connection with previous crises and at each time the Brazilians 
indicated that they would take remedial actions to overcome their 
economic and financial difficulties. In each case we expected that our 
assistance would induce more energetic action on the part of Brazil 
in instituting and carrying out the necessary corrective measures. 
This was the case in connection with our granting of the $300 
million Export-Import Bank loan in 1953, the $160 million gold 
loans by the Federal Reserve Bank in 1954, and again (but to a lesser 
extent) the $75 million Export-Import Bank credit in February 1955. 


IV—ULS. Attitude 


1) We should emphasize that any requests from the Brazilian 
Government would receive careful consideration but that special US. 
assistance is necessarily contingent upon real progress by the Brazil- 
ian Government in achieving economic stabilization through such 
corrective measures as are wholly within its ow vapacity. Also, if 
real progress is made the IBRD would be more respective for 


development loans. 








676 Foreign Relations, 1955-1957, Volume VII 





2) In the light of prospective export earnings and import re- 
quirements, we feel that Brazil has very little capacity to service 
additional short-term indebtedness. 

3) The only short-term indebtedness which cui rently imposes an 
appreciable burden is the $300 million Export-Import Bank loan of 
1953. (Payment on the $200 million gold collateral loan of 1952 from 
private banks will start in 1959;° the 1955 Eximbank credit of $75 
million, of which only $45 million was utilized, will begin only after 
the $300 million is paid off.) 

The current annual paymert: «2 the $300 million loan amount 
to $50.4. If reduced say by one-haii, the Brazilian foreign exchange 
budget would be helped, but not to any important degree unless 
other assistance is extended at the same time. 

If all we can do is to alleviate the current repayment burden say 
by $25 million for one year, it is hardly likely that we can induce 
the new Government to take the vigorous and unpopular measures 
which will be necessary to achieve economic stabilization and the 

List of Short or Long-Term Measures® 
A—Monetary, Banking and Fiscal Measures 


1) Private Credit Control. Strengthening present policies for qualita- 
tive and quantitative control of credit to the private sector of the 
economy. 

2) Government Deficits. Careful examination of federal government 
expenditures with a view to economies and a reduction of the 
deficit; extra-budgetary credits should be avoided, unless revenue to 
cover them is provided simultaneously. 

3) Government Enterprises. Measures to place government enter- 
prises, notably transportation and other utilities, on a self-supporting 
and efficiently operating basis; a raising of rates and improvements 
in management are needed. Some enterprises might be sold to 
private investors. 

4) State and Local Deficits. Measures to reduce state and local 
deficits, or to provide for their financing from non-inflationary 
sources. 

5) Monetary and Banking System. A review of the monetary and 
banking system designed to facilitate the implementation of mone- 


*For documentation on these loans, see Forrign Relations, 1952-1954, vol. tv, pp. 
570 ff. 

*A nearly identical copy of this list was drafted by Rowell and forwarded to 
Holland on September 15. (Department of State, OSA Files: Lot 58 D 42, Brazil 
1955—Economic (General)) 
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tary policies; plams should include the establishment of a central 
bank. 

6) Taxation. A review of the tax and revenue system with a view 
to improved administration and the adoption of desirable reforms. 

7) Foreign Exchange System. Simplification of the exchange system 
and the adoption of improved procedures, looking to the encourage- 
ment of both a near and a long-term expansion of exports, and to 
the eventual establishment of reasonable freedom in the purchase 
and sale of exchange at a unitary rate. 


B—Other Measures 


8) Coffee. A coffee policy which permits coffee exports to move 
in large volume. (Coffee is a delicate subject and the U.S. should 


10) Solution of the Petroleum Problem. Importance of easing the 
pressure this commodity exerts on the foreign exchange budget by 
developing domestic sources of supply.’ 
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315. | Telegram From the Ambassador in Brazil (Dunn) to the 
Department of State’ 


Rio de Janeiro, October 19, 1955—5 p.m. 


467. At his request I met Kubitschek’ privately last evening only 
others present were Walther Moreira Salles* and Berent Friele.‘ 

I had a very favorable impression of his manner and self- 
confidence and he struck me as a man even younger than his age 
(54) vigorous and forthright. He stated that he was not a Communist 
would not permit the Communists to be active in his government 
and recalled that he when Deputy for Minas, had voted to deprive 
the Communist Party of legal status. 

He regretted that certain of the press in US were giving impres- 
sion he was connected with the Communists and he was concerned 
that such an impression might interfere with the good relations he 
hoped to have between Brazil and the US. 

He described in general lines the determination he has to bring 
about a great improvement in the economic situation of Brazil 
during his 5 years of office. He spoke of the needs for increase in 
electric energy transportation and agricultural production as well as 
agricultural distribution. He said that for the furtherance of his 
economic plans the US was the only country which could be of 
assistance to him because of the need for large quantities of industri- 
al and power equipment and imports necessary for increasing indus- 
trial production of Brazil. 

He said that after receiving his certificate of election which he 
expected shortly he hoped to be able to go to US to discuss some of 
his economic plans with our officiaiz and private financial circles. In 
the meantime however he was developing specific plans in various 
sectors of economy which he would like very much to present to the 
Embassy for consideration and if we agreed for recommendation for 
study in Washington. I asked him if he had given consideration to 
the matter of balance of payments in order to take care of a large 
development program and he said that he had and was studying 
very closely the question of increase and diversification of produc- 
tion for export. 

I told Kubitschek that our government would be well disposed 
toward him in his efforts to improve the economy of Brazil as it was 





* Source: Department of State, Central Files, 732.00/10-1955. Secret. 

* Kubitschek won the Brazilian presidential election of October 5. 

*An unofficial adviser to Kubitschek and former Brazilian Ambassador to the 
United States. 

* Consultant to the Director of the U.S. Operations Mission (USOM) in Brazil. 
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one of our earnest desires to see Brazil improve and become strong 
in the development of its own resources. I also said that we would 
be very glad to give the fullest consideration to any plans he might 
lay before us and he could be assured we would give them our 
utmost consideration.* 

Dunn 





* Telegram 489 to Rio de Janeiro, October 25, informed the Embassy that since 
Kubitschek wished to visit the United States prior to his inauguration it was advisable 
that he come on an “unofficial” visit. The telegram authorized the Embassy to convey 
an invitation to him to visit Washington for a 2- or 3-day visit sometime between 
January 2 and 9. This invitation, the Department added, was of course based on the 
assumption that by then Kubitschek would have received his certificate of election. 
(Department of State, Central Files, 732.00/10-1955) 





316. | Memorandum of Discussion at the 262d Meeting of the 
National Security Council, Washington, October 20, 1955" 


Present at the 262nd meeting were the Vice President of the 
United States, presiding; the Secretary of State; the Secretary of 
Defense; and the Director, Office of Defense Mobilization. Also 
present were the Secretary of the Treasury; the Attorney General;’ 
the Director, Bureau of the Budget; the Special Assistant to the 
President on Disarmament;’ the Chairman, Atomic Energy Commis- 
sion;* the Director, U.S. Information Agency; the Under Secretary of 
State; the Deputy Secretary of Defense; Assistant Secretary of State 
Bowie; the Chairman, Joint Chiefs of Staff; the Director of Central 
Intelligence; the Deputy Assistant to the President;’ Special Assistant 
to the President Dillon Anderson; Special Assistant to the President 
Nelson Rockefeller; the White House Staff Secretary; the Executive 
Secretary, NSC; the Deputy Executive Secretary, NSC. 

[Here follows discussion of agenda item 1, the forthcoming 
Foreign Ministers meeting, and the opening portion of agenda item 
2, “Significant World Developments Affecting U.S. Security.”’] 

At the conclusion of Mr. Dulles’ regular briefing, the Vice 
President inquired whether Mr. Dulles had any late information on 





* Source: Eisenhower Library, Whitman File, NSC Records. Top Secret. Drafted 
by Gleason on October 21. 

* Did not attend the reconvened meeting at 2 p.m. [Footnote in the source text.] 

* Did not attend the morning session of the meeting. [Footnote in the source 
text.] 
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developments in the Brazilian election. Mr. Dulles replied that he 
had not planned to discuss this matter on the present occasion but 
he could say that Kubitschek had been clearly elected President. Mr. 
Dulles added that he was not inclined to agree with those who said 
that Kubitschek was a fellow-traveler despite the fact that he had 
had the support of the Communists in the electoral campaign. In 
fact, Mr. Dulles predicted that the United States would probably be 
able to work successfully with Kubitschek. 

Governor Stassen, who expressed doubt as to Kubitschek’s 
reliability, said that in any case the Communist trick might well be 
to assassinate Kubitschek in two years or so. Then Goulart, the 
Vice-President . . . would take over control of Brazil. He believed 
that this was a situation which bore watching. 

After further discussion, including a discussion of the possibility 
of a coup d’état to prevent Kubitschek’s getting the Presidency, the 
Vice President stated that the problem of the Brazilian election 
deserved more discussion than time permitted at the present meet- 
ing. Perhaps, he thought, the NSC Planning Board, together with 
Assistant Secretary of State Holland, should do some thinking about 
the problem and present their views to the National Security Coun- 
cil at its next meeting. .. . 

Governor Stassen once again emphasized his belief that the 
situation in Brazil was actually far more serious than the US. 
Government had realized over the past two years. 

Admiral Strauss* pointed out that the AEC had sent a mission 
to Rio last spring which had negotiated a contract for exploration.* 
Moreover, negotiations were about to begin on providing Brazil with 
an atomic reactor. He wondered whether the developments which 
were being discussed suggested that the AEC should move more 
cautiously and slowly than it had planned. Mr. Nelson Rockefeller 
said that he did not think so. He believed that the thing for the 
United States to do was to try to work with Kubitschek as much as 
possible and to bring him and his followers into the Western camp. 
Secretary Humphrey agreed with this position as did the Vice 
President. 

Mr. Dulles again said that he would get together with Secretary 
Holland and prepare a report on Brazil for next week’s meeting. 











* Lewis L. Strauss, Chairman of the Atomic Energy Commission. 

* For text of this agreement for a cooperative program for reconnaissance of the 
uranium resources of Brazil, effected by an exchange of notes at Rio de Janeiro on 
August 3, 1955, and entered into force on the same date, see 6 UST (pt. 3) 3835. 
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Assistant Secretary of State Bowie said that Secretary Holland 
believed that the United States could work successfully with Kubit- 
schek if he stayed in power. 

[Here follows discussion of several other agenda items.] 

S. Everett Gleason 





317. Letter From the Assistant Secretary of State for Inter- 
American Affairs (Holland) to the President of the 


Export-Import Bank (Waugh)' 


Washington, November 2, 1955. 


DeAR SAM: I refer to the telegram dated October 27, 1955, 
which Finance Minister Mario Camara sent you regarding the San- 
tos—Jundiai Railway loan.” 

Until we are sure that the policies of the newly elected adminis- 
tration in Brazil are consistent with Eximbank objectives and com- 
patible with United States interests in general, the loan policy of the 
Eximbank toward Brazil should be one of extreme caution. Every 
effort should be made to avoid commitments prior to the inaugura- 
tion of the new administration at the end of January 1956 and until 
its position on economic and political matters has become more 
clearly defined. 

You may find it impossible to make this an irrevocable policy of 
the Bank since the Volta Redonda loan,’ for example, might occupy 
such a position in the public eye in Brazil that to hold it up 
indefinitely would be more harmful to United States interests than 
extending it. 


*Source: Department of State, Central Files, 103-XMB/11-255. Confidential. 
Drafted by Rowell and cleared with Corbett and Prochnow. 





the Santos a Jundiai Railway reequipment project which was 
Bank. Emphasizing the importance of the railroad linking 
City, he confirmed his government's “extreme interest” 
Bank had authorized previous credits to the Santos a Jundiai 
and $320,000 in 1954. 

? In 1941, the Export-Import Bank granted Brazil a loan 
the construction of a steel mill at Volta Redonda. In 1950, the Bank granted another 
loan amounting to $25 million for expansion of the plant’s capacity. For information 
on these loans, see Department of State Bulletin, July 12, 1941, p. 19 and ibid., January 
1, 1951, pp. 25-26. On July 6, 1955, Brazil requested a further $35 million credit from 
the Export-Import Bank for additional expansion of the plant's capacity. 
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So far as I am aware, the Santos-Jundiai Railway re-equipment 
loan does not fall in this category. In view of its size, it could be a 
very important card in our dealings with Brazil and should be held 
in reserve to the maximum extent possible. 

I would recommend that you reply to Mario Camara’s telegram 
by expressing your personal interest in the loan and assuring sympa- 
thetic consideration but noting that due to the pressure of the 
workload, or some other appropriate technical reason, staff studies 
have not as yet been concluded, and it has not been received by the 
Board for appropriate action.‘ 

Sincerely yours, 





Henry F. Holland* 





*Telegram 690 to Rio de Janeiro, December 14, from Waugh to Lucas Lopez, 
Brazilian Minister for Transport and Public Works, stated that the Bank was giving 
“active and serious consideration” to the Santos a Jundiai loan application. (Depart- 
ment of State, Central Files, 103-XMB/12-1455) 

On January 3, 1956, the National Advisory Council advised the Export-Import 


Files: Lot 60 D 137, Actions) Ghertly theveefter, the Bank authorized a $19.6 million 
loan. For further information, see Export-Import Bank of Washington, Report to Congress 
for the Period January-June 1956 (Washington, 1956), p. 30. 

° Printed from a copy which bears this typed signature. 





318. Memorandum of Discussion at the 264th Meeting of the 
National Security Council, Washington, November 3, 
1955’ 


Present at the 264th Council meeting were the Vice President of 
the United States, presiding; the Acting Secretary of State; the 
Acting Secretary of Defense; and the Director, Office of Defense 
Mobilization. Also present were Mr. H. Chapman Rose for the 
Secretary of the Treasury; the Attorney General; the Director, Bu- 
reau of the Budget; the Chairman, Atomic Energy Commission; Mr. 
Robert Matteson for the Special Assistant to the President on 
Disarmament; the Director, U.S. Information Agency; the Director, 
International Cooperation Administration; Assistant Secretary of 
State Holland (for item 5); Mr. Harry H. Schwartz, Department of 
State; the Secretary of the Army, the Secretary of the Navy, and the 





* Source: Eisenhower Library, Whitman File, NSC Records. Top Secret. Drafted 
by Gleason on November 4. 
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Acting Secretary of the Air Force (for Items 5 and 6); the Chairman, 
Joint Chiefs of Staff; General W. B. Palmer for the Chief of Staff, 
U.S. Army, the Chief of Naval Operations, General Thomas D. 
White for the Chief of Staff U.S. Air Force, and Maj. Gen. Robert E. 
Hogaboom for the Commandant, U.S. Marine Corps (for Items 5 and 
6); the Director of Central Intelligence; the Deputy Assistant to the 
President; Special Assistants to the President Anderson and 
Rockefeller; the White House Staff Secretary; the Executive Secre- 
tary, NSC; and the Deputy Executive Secretary, NSC. 

There follows a summary of the discussion at the meeting and 
the main points taken. 

[Here follows discussion of agenda items 1-4: “Significant 
World Developments Affecting U.S. Security,” “U.S. Policy Toward 
Formosa and the Government of the Republic of China,” “U.S. 
Policy on Turkey,” and “The Arab-Israeli Situation.”] 


5. Situation in Brazil Following the Elections (NSC Action No. 1454-6) 


Mr. Allen Dulles first presented the more or less final figures on 
the recent Brazilian election. These figures showed that Kubitschek 
had undoubtedly been elected President and that Goulart had been 
elected Vice President of Brazil. He pointed out that both Kubi- 
tschek and Goulart had had the support of the Brazilian Commu- 
nists in the election. There was no reason, however, to believe that 
Kubitschek had any pro-Communist tendencies. Goulart could be 
described as an opportunist who had played ball with the Commu- 
nists in order to get to the top of the heap. The likelihood of a 
military coup to prevent Kubitschek from taking office was now 
slipping into the background. 

Mr. Dulles then proceeded to outline the problems which would 
confront the new Brazilian administration: heavy inflation; a very 
serious foreign exchange problem; lack of power resources; the 
necessity of working with a Congress elected in 1954; and others. 
Mr. Dulles stated that he believed Kubitschek was relatively friendly 
to the United States—certainly as friendly as any other of the 
candidates in the recent election. Mr. Dulles concluded with the 
suggestion that Assistant Secretary Holland would probably wish to 
add to the statement he had made. 

In the first instance, Secretary Holland expressed complete 
agreement with the statements made by Mr. Dulles. He said he 
could summarize the situation in Brazil as follows. The short-term 
situation was relatively favorable, but over the long term Brazil was 
facing serious problems which would require U.S. assistance. Among 
these problems the Communist situation was very tough. The Brazil- 
ian Communist Party was the largest and best led of all the 
Communist Parties in Latin America. Brazil’s future in the economic 
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field would depend on coffee prices. Production of coffee would 
soon seriously outstrip consumption. Two years from now Brazil 
would face a serious coffee problem. With respect to U.S. policy 
toward Brazil, Secretary Holland pointed out that we had undertak- 
en to delineate a program of economic reform which we believed 
Brazil should undertake to execute. We proposed to press this 
program on Kubitschek when he came to the United States for his 
i visit, probably during the period January 2 to 9 of next 
year.... 











[Here follows discussion of agenda item 6, “Status of National 
Security Programs as of June 30, 1955: The Military Program.”] 
S. Everett Gleason 





319. Editorial Note 


On November 16, representatives of the United States and 


Brazil signed a Surplus Agricultural Agreement under the provisions 
of Title I of Public Law 480. Under the terms of the agreement, the 
United States agreed to sell to Brazil surplus agricultural commodi- 
ties valued at approximately $41 million For text of the agreement, 
signed at Rio de Janeiro, see 6 UST 4033. Considerable additional 
documentation concerning the negotiation of this agreement is in 
Department of State, Central File 411.3241. 





320. Editorial Note 


Brazilian President-elect Kubitschek arrived in the United States 
on January 5, 1956, beginning a 6-day unofficial visit. He met first 
with President Eisenhower at Key West, Florida, on the morning of 
January 5 and traveled to Washington later that day for a series of 
meetings with United States officials. Documentation on Kubi- 
tschek’s visit is in Department of State, Central File 033.3211 and 
ibid, ARA Files: Lot 62 D 308, Visit of President-Elect Kubitschek. 
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321. Memorandum of a Telephone Conversation Between the 
President and the Secretary of State, January 5, 1956, 
9:48 a.m.’ 


The Pres. said Kubitschek has gone—he is very attractive—a 


can easily send a personal friend of his in the oil business down and 
consult with him but the Pres.’s own observation would be any plan 
for the slightest modification of their law should come from them & 
not seem to be inspired from here.’ K. would like to taik with 
someone in Feb. He might ask someone like Pete Jones.’ K. said he 








PARTICIPANTS 





‘Source: Department of State, Central Piles, 732.11/1-656. Secret. Drafted by 
Holland 
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After initial pleasantries the question of Communism [was?] 
raised. The President-elect of Brazil made more or less the following 
statements: 

Before leaving Brazil he had a meeting with the Ministers of 
Foreign Affairs, Defense and Treasury. He did so because he wanted 
to be in a position to state with authority the position of the 
- Brazilian Government with respect to Communism. He is considera- 
bly more concerned about the possibility of penetration of the 
Government by Communism than he is by the possibility of there 
being Communists scattered throughout the country. 

The Communist Party in Brazil is a small minority. In the 
elections of 1946 they polled approximately 600,000. Their numbers 
have been diminishing since that time. When the Party was out- 
lawed, they went underground and began to try to work through 
other parties, trying to select candidates for other parties. However, 
no candidate selected by the Communists has ever won an election. 

Today the Communists in Brazil are politically of no impor- 
tance. They are not even important as an active minority. 

The President's own position is well known. He is resolutely 
opposed to Communism. He has been criticized because of certain 
things regarding the Vice President. The Vice President is the head 
of the Labor Party which is the party which leads the fight against 
Communism. 

The United States can be assured that the Government of Brazil 
will be determined to elevate living standards and to create economic 
progress in Brazil and will be opposed to Communism. 

The President-elect asked the Secretary if he would comment on 
the world situation generally and, particularly, was he pessimistic 
about the future. 

The Secretary said that there were many problems, but that he 
was neither frightened nor pessimistic. He pointed out that the 
Russians have gra‘ually built up a considerable amount of industri- 
alization, but they are unable to meet the needs of their own 
economy. He emphasized that the Russians in their offers of aid to 
other countries are carefully withholding this information from their 
own people because they fear that, if the Russian people were aware 
of the Russians’ offer of aid to other countries, it would cause 
widespread discontent within Russia itself. 

The Secretary emphasized the need for close relations between 
Brazil and the United States. He said, that the United States should 
maintain with Brazil the same kind of relationships that we maintain 
with Canada. He pointed out that Canada and Brazil were somewhat 
alike in that each had been a nation with vast land expanses and 
great undeveloped resources. He pointed out that over the past 
fifteen or twenty years the economy of Canada had been greatly 

















Brazil 687 





developed, new natural resources had been brought into exploitation 
and considerable industrialization had taken place. In fact, Canada is 
now becoming a rather highly industrialized country. This has been 
brought about in no small degree by the fact that the investors of 
Canada and the United States had worked closely together. 

The Secretary said that he felt confident that there were sub- 
stantial quantities of United States capital that would be glad to go 
to Brazil and make its contribution to the development of that 
country and under terms and conditions that would be acceptable to 
the Brazilians. He said that the United States investor would be 
willing to go abroad where he had assurances of fair treatment and 

The President-elect said that he would welcome the participa- 
tion of American capital in the development of Brazil; that one of 
the primary purposes of his campaign was to establish that kind of 
political stability that would make Brazil interesting as a field for 
investment. He said that one of the reasons of his trip to the United 
States was to try to inspire confidence in the American business 
man. He said that during his campaign he had been the subject of 
many attacks. A number of people thought that he could be per- 
suaded or influenced to reinstate or perpetuate the kind of dictator- 
ship that existed under the Vargas regime; however, he had 
undertaken his campaign on a democratic basis and was determined 
to adhere to that in his government. 

I asked permission to make a statement regarding Communism. I 
made more or less the following points: 

Each of us has his own domestic Communist problem. Ours 
concerns us deeply and the remarks of the President-elect demon- 
strate that he is concerned about his. However, as a community of 
nations there is another aspect of Communism which must concern 
us on a joint basis; that is the aspect of Communism that is 
represented by its existence as an international, well-organized, well- 
financed conspiracy existing for subversive and intelligence purposes. 
We, Brazil, Mexico and certain other of the larger and stronger 
American nations are the principal objectives of the Communists. 
Within our territories are located the nerve centers which direct the 
operations of this international conspiracy throughout this hemi- 
sphere. Therefore, we have the responsibility not only for our 
domestic Communist problem, but also a responsibility as members 
of the inter-American Organization for combatting an international 
Communist organization that exists throughout the hemisphere. We 
as leading nations have an additional responsibility because the 
executive headquarters of the Communist conspiracy are situated in 
our various countries. 
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I said that we feel that we know a substantial amount of facts 
regarding this international conspiracy. We know a good deal about 
the master plan which underlies its operation in the hemisphere. 
That plan has several objectives. One of them is to retard and 
obstruct economic development in each of the American republics. 
This is sought in order that, in the event of another war, we would 
be not either singly or as a group as strong an enemy as would be 
the case if our economic progress were to go ahead as rapidly as is 
entirely practical. I said that another objective of the international 
conspiracy is to separate each American state from every other 
American state in order that politically and in a military sense we 
would not be as strong or as coordinated an enemy in the event of 
another war. 

In order to combat this international conspiracy which is aimed 
at the destruction of those values which we have achieved in this 
hemisphere and which is aimed to prevent our achieving the future 
that lies within our grasp, it is necessary that we progress simulta- 
neously against Communism on three fronts. The first of these three 
fronts is that mentioned by the President-elect, the economic front. 
We must do what we can to raise living standards and to create in 
each American country a stable, self-reliant national economy. 

The second of these three fronts is the ideological front. We 
must make sure that our people are aware of the moral, ethical and 
religious repulsiveness of Communism which makes it unacceptable 
to a Christian. 

The third front and one whose importance we do not always 
appreciate is the technical front. You combat communism as an 
ideology or philosophy when you move on the economic and 
ideological front. However, you do not at all embarrass an interna- 
tional subversive organization of spies and subversive agents when 
you move on these first two fronts. In order to hinder and destroy 
that international conspiracy it is necessary to deprive it of the 
ability to move persons, to move funds, to move information and to 
obstruct its access to those means of publicity, without which sinews 
it cannot exist as an effective international conspiracy. I said that it 
was in our judgment very desirable that all of our governments 
coordinate their efforts very closely on this technical front in order 
to defeat and destroy this international subversive spy organization. 

President-elect Kubitschek said that the Communists in Brazil 
were very able and active on the propaganda front; that they had 
been able to manufacture the nationalistic contention that “the 
petroleum is ours” and to convince a substantial sector of the people 























323. Memorandum of a Telephone Conversation Between the 
President and the Secretary of State, Washington, 
January 11, 1956, 4:33 p.m." 

















Washington, January 12, 1956. 


am getting up the material you asked for with reference to 
petroleum laws. I suggest, however, that you ask Pete Jones to 
« to Herbert Hoover, who is very familiar with this situation 








325. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Secretary of State’ 


Washington, January 13, 1956. 
SUBJECT 
Oil Development in Brazil 


You have asked that I prepare a summary of information which 
might be useful to some outstanding United States oil man if he 
were to visit Brazil to discuss the problems of the Brazilian oil 
industry with government officials there. The memorandum will be 
submitted to you promptly. In the meantime I would like to set out 
one or two points of concern that your request raises in my mind. 

The issue of whether the Brazilian oil industry should be 
developed by a national monopoly or by foreign companies was the 
most inflammatory issue in the fall presidential election. 

The issue is one manufactured by the Communists and they 
devote much of their propaganda effort to it. A few months ago 


they featured a completely false propaganda story that a Standard of 


* Source: Department of State, Central Files, 832.2553/1-1356. Confidential; Eyes 
Only. Sent through S/S. Under Secretary Hoover initialed his concurrence on the 
source text. 
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New Jersey official had come to Brazil to offer $500 million for 
legislative reform and a contract satisfactory to his company. A little 
while later the same story was repeated but the figure was raised to 
$1 billion. 

The net result of the Communist campaign is that the president- 
elect and principal government officials have taken the public posi- 
tion that they favor development of the oil industry by the national 
monopoly to the exclusion of foreign companies. 

The Communist Party has its agents well scattered through the 
Brazilian Government. Any prominent United States oil man visiting 
Brazil would be put under surveillance and the purpose of his visit 
would be quickly determined. Regardless of his true purpose, if he 
talked to Government officials the Communists would fabricate and 
publicize some such story as those mentioned above. Under existing 
conditions the Government would then simply have to break off 
contact with him. 

The responsible agents of our Government place high priority 
on the opening up of the Brazilian oil industry to private enterprise. 
It is the only way that Brazil will achieve a petroleum industry and, 
until one is achieved, Brazil’s economic problems will grow steadily 
worse. 

We are in contact with high governmental officials including the 
President-elect on this subject. We are hopeful that during his term 
of office the objective mentioned can be attained. | believe sincerely 
that our success will be obstructed if any United States citizen 
prominent in the oil industry were to visit Brazil and attempt to 
discuss this problem with top government officials.’ 


? On January 18, Holland forwarded a memorandum to Dulles entitled, “Brazilian 





foreign participation 
whether he has the political courage and backing to change 
(Aid, 832.2553/1-1856) 
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326. Editorial Note 





On February 2, an American Delegation headed by Vice Presi- 
dent Nixon arrived in Brazil to attend the inauguration ceremony 
that day for Brazilian President-elect Kubitschek. Also included in 
the American Delegation were Holland, John B. Hollister, and sever- 
al others. Nixon and his party met with Kubitschek and members of 
his cabinet on February 2 to discuss questions of mutual security 
and economic cooperation. In despatch 1003 from Rio de Janeiro, 
February 10, the Embassy enclosed an exact translation of the 
Portuguese transcripts of the proceedings, prepared by Brazilian 
officials. (Department of State, Central Files, 611.32/2-1056) 

Later that day an American group headed by Holland met with 
a Brazilian delegation, led by Foreign Minister José Carlos de Mace- 
do Soares, to discuss economic matters. During the course of the 
meeting, Brazilian Finance Minister Mario José Alkimin outlined the 
major economic policies of the Kubitschek administration and indi- 
cated certain requirements for external financial support, including 
assistance from the United States. He also presented the American 
group with a memorandum concerning Brazilian economic and fi- 
nancial problems. The discussions were briefly summarized in des- 
patch 1004 from Rio de Janeiro, February 9. (/bid., 832.00/2-956) The 
memorandum is enclosed as Appendix A to NAC Staff Document 
No. 749 (Revised). (/bid., NAC Files: Lot 60 D 137, Staff Documents) 

On February 3, Nixon announced during a speech at Volta 
Redonda, Brazil that the Export-Import Bank had authorized a $35 
million loan requested by Brazil to expand the capacity of the steel 
mill there. The NAC had approved this loan request at its meeting 
on February 1. (/bid., Minutes) For text of his speech, see Department 
of State Bulletin, February 27, 1956, pages 335-338. 
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327. Letter From the Assistant Secretary of State for Inter- 
American Affairs (Holland) to the Ambassador in Brazil 
(Dunn)' 


Washington, February 20, 1956. 


DEAR Jimmy: I have read with a great deal of interest your letter 
of February 8, 1956* and its two attachments regarding petroleum. 
There is no question but that it is of the utmost importance to 
persuade Brazil to admit private enterprise to the petroleum indus- 
try. The reasons as I see them are: 


i We getianes of ah eats Gumedic setae intustey fo 
Oe dais ee tbe tan ok Pe a 
Vag teow enterprise can Brazil achieve such an 
» Undaed to Petrobras would produce a 
wasteful pe og ls 
Sooner or later the Russians are to offer financing to 
Petrol as. ic all coe ae ae ee temptation to the 
Brazilian government and very difficult problems for us. 


This problem is tied up with our basic policy against official 
financing for state replacement of private enterprise generally in 
Latin America. We run into the same problem in the field of electric 
power generation and many different industrial activities. If we 
make Export-Import and International Bank financing available to 
enable governments to go into areas of industry and commerce 
where private capital is willing to go if permitted, then we have 
done Latin America and ourselves a great disservice. The socialistic 
thinking of some government officials and the avarice of others will 
combine to retard by years the development of private enterprise in 
Latin America. That will mean years of delay in the development of 
sound economies. 

The memorandum of conversation between Barbosa da Silva 
and Terrill of January 30 intrigued me when I first read it. It 





*Source: Department of State, Holland Files: Lot 57 D 295, Brazil. Secret; 


? In this letter, Ambassador Dunn reiterated his and Assistant Secretary Holland’s 
belief that a breakthrough on the Brazilian petroleum matter was “of utmost impor- 
tance.” On the basis of a recent conversation held between them and Vice President 
Goulart, Dunn suggested that “our immediate problem is to find a formula which 
would recognize the existence of Petrobras as a going concern and, at the same time, 
Ape icage pe soenny bond gah Ae pepe fe pape meaden amg ag mye 3 
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indicates that Kubitschek sees clearly the importance of having an 
oil industry; sees that Petrobras cannot in all probability produce 
one; sees that the problem is one of emotions generated for Brazil by 
the Communists (he stated this bluntly to the Secretary and me here 
in Washington) and, finally, that he is determined to do scmething 
about it along the lines of private enterprise. 

If we are resourceful in our thinking, we can keep Kubitschek 
on this course and can strengthen his resolve to pursue it. If we 
engage in any open or disguised financing of Petrobras in the 
manner suggested by the memorandum of April 6, 1955 attached to 
your letter, we shall dissipate the incentive presently motivating 
Kubitschek’s thinking. 

I have for some time been meditating on an alternative course, 
one upon which I would appreciate having your thoughts. 

The Cormmunists’ success in their present propaganda program 
is derived overwhelmingly from the popular conviction that private 
enterprise in the oil industry means United States oil companies. The 
strongest possible approach on behalf of private enterprise would be 
through a group composed of some such combination as Spanish, 
Italian, Portuguese and Brazilian capitalists. It is my opinion that if 
such a group could be put together it would be possible for it to 
assemble adequate capital to engage in an effective, conventional oil 
operation. 

The proposal made by such a group should contemplate that 
Petrobras would remain in being. The only amendment of existing 
legislation that would be required would te one permitting the 
Government to make an appropriate agreement directly with such a 
private enterprise group authorizing it to operate in defined areas in 
which Petrobras would have no rights. 

This is the time to initiate thinking and action on such a 
proposal if it is to be followed. Kubitschek is making up his mind as 
to the course he will follow. The investigation of the effectiveness of 
Petrobras is now going on. The Russians have not yet made the 
overture to finance the Brazilian oil industry which I feel confident 
that they will eventually make. 

Please let me have your thoughts. From your experience in 
Spain’ you may well lnow of groups there around whom such a 
proposal could be cons.ructed. It is my feeling that the United States 
oil industry might well approve such an opening wedge which, if 





* Dunn served as Ambassador to Spain until February 9, 1955. 
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successful, would inevitably mean that some time in the future 
private enterprise of all nationalities would be admitted. 


With warmest regards and best wishes, I am 
Sincerely, 
Henry F. Holland‘ 





* Printed from a copy which bears this typed signature. 





328. Memorandum of a Conversation, Department of State, 
Washington, April 30, 1956’ 


SUBJECT 
Communism in Brazil 
PARTICIPANTS 
For US. For Brazil 
The Secretary Vice President Joao Goulart” 
Assistant Secretary Holland Ambassador Muniz 
A. José de Seabra, interpreter Mr. Pinheiro, Economic Adviser 


Mr. Nascimento Silva’ 


After an exchange of greetings and amenities the conversation 
went as follows: 

Mr. Holland stated that he was very glad that Mr. Goulart will 
have many opportunities to come in contact with organized labor in 
the United States. 

Vice President Goulart stated that he is looking forward with 
great interest to meeting many of the labor leaders and workers in 
the United States. 

Ambassador Muniz said that such contacts are very important 
especially on a “person to person” basis and if they can be increased 
a better understanding among the workers of our countries can only 
lead to better understanding among our countries. 

The Secretary said that in the United States there is a certain 
amount of communist penetration, especially in some labor unions 





* Source: Department of State, Secretary's Memoranda of Conversation: Lot 64 D 
199. Drafted by José de Seabra of the Office of Language Services on May 2. 
* Goulart was in the United States for a 4-day official visit, April 30-May 3. 
Nixon had invited Goulart to visit the United States during his trip to Brazil in 
. Documentation on Goulart’s vis't is ibid, Central File 033.3211. 
> Geraldo Eulalio Nascimento e Silva of the Brazilian Ministry of Foreign Affairs. 
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and some educational institutions. Communists are interested in 
subverting organized labor and young people. 

Vice President Goulart said that Mr. Holland is well aware of 
what the problems are in Brazil. It would be foolish, of course, to 
say there is no communist problem in Brazil. Communism finds a 
favorable climate in Brazil because of certain conditions, among 
which is the low standard of living of a large number of the 
population. Brazil is not asking for anything from the United States 
yet they want to be able to count on a sincere cooperation on the 
part of the United States so that their efforts to raise the standards 
of living may be successful. The Workers Party (PTB) which in- 
cludes about 80% of the workers of Brazil is in the forefront of the 
fight against communist subversion, because it has something to 
offer the workers in the defense of their legitimate interests. 

Mr. Holland stated that a strong labor movement is the most 
effective bulwark against communism. 

The Vice President said that he knew but too well how commu- 
nists tried to infiltrate labor unions and to undermine the workers 
party. In this connection he recalled the hard struggles he had to 
wage during the year he spent as Minister of Labor. Here again he 
said that at the very root of the difficulties encountered in Brazil 
today was the fact that far too many workers were getting wages 
below the minimum living standards. Under such conditions the 
communists fester dissatisfaction and create confusion by making 
false promises that could not be fulfilled at present. Now, if the rate 
of industrialization of Brazil is accelerated, the conditions favorable 
to the spread of communism will disappear, and then it will be 
possible to oppose the communists with deeds instead of just words. 
Also rapid economic development would bring greater overall stabili- 


Mr. Holland said that he is in agreement with the above 
remarks. 

The Vice President stated that he felt that both Mr. Holland 
and Mr. Nixon had a sympathetic understanding and a keen aware- 
ness of the problems of Brazil. He went on to say that every time 
Brazilian workers are in a difficult situation because of increased 
costs of living, the communists gain ground as they are bound to 
thrive on any hardships that beset large numbers of people. In the 
divided world of today Brazil is unquestionably on the side of the 
democracies, and with the cooperation of the United States it will 
achieve a degree of development that will forestall any danger. 

The Secretary elaborated on the depth and breadth of coopera- 
tion and understanding that has always existed between the United 
States and Brazil. United States-Brazil friendship is of paramount 
importance to the United States. He mentioned the very valuable 














standing: at Caracas, the role of i i 
communist declaration;‘ time and again, how Brazil 
the feelings and aspirations of the United States 
American countries. The Secretary expressed gratification 
of Kubitschek and now Goulart, such visits being a 
sound relationship, both personal and official, that holds 
the unity of the Americas. He concluded by saying that our foreign 
policy was guided by the above principles and felt confident that 
Brazil’s was also. 

The Vice President at this time paraphrased some of the remarks 
made before the United States Senate:* his coming here as the 
representative of a new political generation which is resolved to 


day Brazil, as the spokesman for the Workers Party from which he 
brought the most cordial greetings to the people of the United 
States. 

The Secretary, starting from the basic consideration that in the 
world of today no country is too big or too strong to stand alone, 
but rather that countries depend very much on one another, went on 
to touch upon the following points: 

1) The error of the Soviet leaders in wanting to become 


strong 
peoples. It turns out 
i is manner becomes, in the 


grea 
rhat they don't want to do but in enabling them to their 


3) The basic fact that if we one another there will be true 
greatness for all. Such is the spirit that should animate the OAS as 
well as the vital relationships between the United States and Brazil. 


The Vice President expressed great pleasure at the remarks of 
the Secretary with which he agreed, adding that the reason why he 
fought so strongly against communism was that he was categorically 
opposed to any form of tyranny. 





Preservation of the Political Integrity of the American States Against 
of International Communism,” approved on March 28, 1954, at 
American Conference which met at Caracas, March 1-28, 1954. 
resolution, see Tenth Inter-American Conference: Report of the Delegation of the 
Toots ath baad danas teataan df tao Sadia tein, Chadian 
1955), pp. 156-158. For documentation regarding the conference, see Forrign Relations, 
1952-1954, volume rv, pp. 264 ff. 

* For text of Goulart’s remarks, see U.S. Congress, Senate, 84th Congress, 2d Sess., 
Congressional Record, pp. 7281-7283. 
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The Secretary pointed out that no country had ever gone 
communist through the choice of her people. In the Soviet Union 
about 200 million are controlled by a party representing only about 
3% of the population. 

The Vice President said that if Brazil can successfully develop 
her economy, she will be in a position to liquidate the communist 
menace and to be more active in the defense of our common cause. 

At this point after mentioning a most cordial “abraco” that 
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Memorandum of a Conversation Between Vice President 
Goulart and the Assistant Secretary of State for Inter- 
American Affairs (Holland), Blair House, Washington, 
May 2, 1956° 


SUBJECT 


After the luncheon given for Goulart by Mr. George Meany,’ I 
called upon Goulart at the Blair House. He took me aside and made 
more or less the following statements. He wants us to feel that from 
this time forward the most enthusiastic Ambassador that the United 
States will have in Rio will be himself. He wants us to call on him 
with complete confidence at any time that he can be helpful on any 
subject. There will be times when he can be peculiarly helpful 
because the working classes have an inbred distrust of diplomats and 
diplomatic channels which distrust he can offset. 

He felt that his mission as regards the White House was 
completed when he delivered the letter from President Kubitschek to 
President Eisenhower.’ He had deliberately refrained from discussing 
any economic matters with the President because he felt that it was 
better for these to be handled by officials in whose normal field of 
activity those matters fell. He said that he felt that it would be best 
for him not to discuss the economic aid that Brazil was seeking from 
the United States because he was not prepared in that field. 

I told him that undoubtedly the White House would refer the 
letter to the proper Government officials including the Department 
of State; that I understood that Mr. Piniera of his party was staying 
on in Washington to discuss these economic matters; that all agen- 
cies of the Government would be glad to discuss them with Mr. 
Piniera, and that he could count on our sympathetic consideration. 

The Vice President expressed considerable relief that the matters 
could be handled with Piniera. Apparently he did not feel that he 
was qualified to discuss them himself. He said that his Government 
was hoping only that within the limits of what was practical the 
United States would help them as much as possible. He emphasized 
that he did not expect us to grant just anything that Brazil might 





*Source: Department of State, Central Files, 832.00/5-256. Secret. Drafted by 
Holland on May 3. 

* President of AFL-CIO. 

* This letter was delivered during a courtesy call on President Eisenhower by Vice 
President Goulart earlier that day. A memorandum of their brief conversation, which 
did not deal with substantive matters, and Kubitschek’s letter, are in Eisenhower 
Library, Whitman File, International File. 
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request; that he realized that there would be limits on what we 
could do. 

On Communism he reiterated what he had said on other 
occasions to the effect that Communism was undoubtedly a problem 
in Brazil; that the communists consider him their enemy; that they 
do not oppose him openly because it would not serve their purposes 
to do so; that secretly and within the labor organizations they fight 
him; that he lost the election in several communist strongholds. He 
repeated his statements on other occasions to the effect that people 
who are hungry and poor are receptive to communist propaganda 
and that the best way to fight communism is to raise living 
standards. 

I replied that this was quite true but that there was another 
front on which we must be vigilant, that where we combat the 








well equipped in every respect; that the only way to combat them 
successfully is to do so with men equally well prepared. He agreed 
that it was necessary to resist communism on this front as well and 
by means of well trained and equipped specialists. 

He said that he intended to urge the Brazilian labor movement 
invite George Meany and several United States labor leaders to visit 
Brazil. I said that this would be an excellent proposal and that we 
would encourage Mr. Meany to go. 

I told him that our Government proposed to bring approximate- 
ly one hundred Brazilian labor leaders to the United States in the 
course of this year. poe nage Rng nelle Regie Dbmrwd it 
should be careful to pick labor leaders who actually represent the 
labor movement and who are not men now isolated from the main 
body of organized labor. He said that too often the people that we 
bring to the United States from the labor movement are men who 
ay ek th tes anced to cee hae eee He 
said that, if we wished, he would be glad to try to assist us in 
choosing labor leaders of real influence to the United States. 

He criticized ORIT saying that in Latin America it was too often 
represented by men who are no longer closely identified by the labor 
movement, by older men who have no influence with the rank and 
file of organized labor. I asked his opinion of Serafino Romualdi.‘ 
He said that he was a good man but that he was identified with 
people who had no influence in the labor movement. 





* Latin American representative, AFL-CIO. 











months of the desirability of trade with the Iron Curtain, the 
activities of satellite missions and trade groups, current US surplus 


it virtually inevitable that there will be some additional increase in 
Brazil’s trade with the Soviet bloc. 

Travel of Brazilians to Iron Curtain countries does not appear to 
be impeded by security forces. About 150 Brazilians visited the bloc 
during 1955, the majority of them being youth and labor leaders. A 
parliamentary delegation is currently touring the Iron Curtain. Nev- 
ertheless, the Administration of President Kubitschek has given 
indications of an awareness of the internal communist threat and has 
in recent months moved firmly against subversive activities. In a 
series of raids over the weekend of March 17 and 18, some 20 
communist leaders were arrested and over a ton of communist 
propaganda confiscated. It was of interest that this action was 
accomplished under a new chief of the Rio Political Police who had 
been considered “neutral.” He apparently was prodded from above 
to take action. The Administration in recent weeks has apparently 
been successful in resisting all-out efforts by the communists to 





* Source: Department of State, ARA Files: Lot 58 D 749. Secret. 
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Washington, June 7, 1956. 


I have reviewed Mr. Bernbaum’s memorandum attached on the 


proposal to refund the Export-Import Bank loans to Brazil.’ I think 


push through a sweeping amnesty bill under which they would have 


Central Files, 832.10/6~756. Secret. 





. 
é 
: 





The Embassy as a whole has taken every occasion in contacts 
Inter-American Affairs (Holland) to the Deputy Director 
of the Office of South American Affairs (Belton)' 


benefitted, rather than the more restricted bill providing forgiveness 
with key Brazilian officials to exert an influence against any tenden- 


for those involved in political plots only since last November. 
cy to turn to the Soviet bloc as a means of solving Brazil's internal 





331. Memorandum From the Assistant Secretary of State for 
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that the best course is to raise this problem to the Secretary's level 
immediately. Accordingly, I would be grateful if you would have 
prepared urgently a memorandum along the following lines, making 
any improvements that the staff feels are desirable: 


Problem: Whether or not to refund the Export-Import bank loans, 
stating their amount. 

Discussion: The Russians are engaged in an astute and aggressive 
campaign to expand diplomatic and commercial relations in Latin 
America. 


The prime targets of the campaign are Argentina and Brazil. The 
principal weapon is Russia’s willingness to supply petroleum equip- 
ment to the national monopolies contrasted with U.S. unwillingness 
to do so. 

Our relations with Brazil and Argentina are stronger than they 
have been in many years. Their present strength is such that we 
believe each nation will refuse Russian overtures. If both nations 
remain firm the Russian campaign will fail throughout the hemi- 
sphere. If either nation weakens and moves into a close economic 
relation with the Soviets, then our position throughout Latin Ameri- 
ca will be calamitously impaired. 

Both Argentina and Brazil are approaching us for economic 
assistance. Judged on purely banking and economic considerations 
we would be justified in declining to extend that assistance. The 
sure and certain result would be acceptance of Soviet aid with the 
implications indicated. 

The remedy clearly required is the extension of that amount of 
Export-Import Bank credit that in our best judgment represents the 
minimum necessary to keep these two countries sturdy in their new 
close relations with the United States. 

Brazil began by a fantastic request to the United States made at 
the inauguration ceremonies and contemplating $1,200,000,000. She 
has voluntarily shown the good sense to scale this down to a request 
for refunding of existing Export-Import Bank loans. The Bank has 
indicated that it intends to refuse the refunding proposal. The Bank 
prefers that Brazil meet its present contract obligations. As for new 
loans, the Bank would agree that their initial payments could be 
postponed until the burden of existing annual obligations tapers off. 

From an economic and banking point of view this is an entirely 
reasonable decision. Its effect, in my judgment, will be to drive 





“6) On balance, therefore, the risks involved do not appear to justify the limited 
and perhaps questionable gains to be derived from a decision not to refund.” (/bid, 
832.10/6-556) 
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Brazil into a relationship with Russia that will have the effect on our 
interests in Latin America which I have indicated above. 

Granting of the Brazilian proposal to refund the existing debt 
will cost the United States nothing. In fact, it will amount to an 
extension to Brazil of the 14-year payment term which we have 
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332. Minutes of the 246th Meeting of the National Advisory 
Council on International Monetary and Financial 


Problems, Washington, July 3, 1956° 





Mr. Arthur W. Marget, Board of Governors, Federal Reserve System 


more than $75 million of the former credit had 

only $45 million of the $75 million credit had 

' razilians wanted the Bank to refund the balance 

the $300 million credit over a 20 year period. The Bank felt that 





"Source: Department of State, NAC Files: Lot 60 D 137, Minutes. For National 
Advisory Council Use Only. 
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million last year. Furthermore, if the Bank refunded the debt it 
would be necessary to charge a higher rate of interest than the 
present 3/2 percent. 

The Bank thought that Brazil’s objectives could be accomplished 
just as well by the continuance by the Bank of supplier credits, and 
that if Brazil liquidated the short-term debt she would be in a much 
stronger position in 1960 to service long-term development loans. 
The latter would carry as one condition a waiting period on principal 
repayments until about 1960, which would be consistent with the 
Bank’s usual practice with respect to development loans where only 
interest is collected during the constructicn period. 

It was on this basis that the Bank suggested to the Council the 
proposal set forth in NAC Document No. 1963’ that the Bank 
inform the Brazilians that it would be prepared to have discussions 
with them. The Bank would wish to consider programs on a case- 
by-case basis. It had information on a number of projects, such as 
public and private power and grain storage, and could announce 
some credits very shortly. 

Mr. Arey also pointed out that the proposal contemplated that 
the Brazilians would be given opportunity to bring in applications 
which had been previously submitted to the International Bank, if 
they so desired. 

On the matter of refunding, the Brazilians would be informed 
that the Bank would be prepared to extend maturities on short-term 
obligations falling due over a certain period of months, on the basis 
of some formula (e.g. that dollar receipts had dropped over a certain 
period below a certain minimum and Brazil had used its bank credits 
and its own lines of resources). 

Mr. Waugh commented that on the occasion of President Kubit- 
schek’s visit to the United States, the Brazilians had immediately 
discussed their relations with the Bank. The main problem went 
back to the $300 million loan of 1953. Mr. Waugh thought that a 
great deal of progress had been made with the reduction of the loan 
by $75 million, and that it would be most unfortunate to extend the 
loan. It would be immeasurably better if Brazil could pay the loan 
promptly. He pointed out that in recent hearings Congress had 
wished to write into the record that they did not like balance-of- 
payments loans of this character. 

Mr. Burgess commented that the Working Group Study on 
Brazil (NAC Staff Document No. 749, Revised)’ was a very helpful 
one. He added that the foreign debt of Brazil was not large for a 
country of its size and industrial capacity but the maturity of the 





* Ibid., Documents. 
* See footnote 6, Document 328. 
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debt was very badly arranged. Brazil was also a country with very 
poor credit and with a serious problem of inflation. The question 
was how steps could be taken toward the two objectives of reestab- 
lishing credit and checking inflation. 

Mr. Prochnow agreed with the emphasis on the management of 
the Brazilian economy and the reestablishment of their credit. He 
was also in agreement with the suggestions made by the Export- 
Import Bank. 

Mr. Marget said that the Federal Reserve Board accepted the 
program as outlined. However, he was troubled by the fact that 
there was no evidence that the Brazilians were going to be able to 
harness their inflation. Neither in the budgetary field nor in the field 
of credit had the required steps been taken. He hoped the Export- 
Import Bank would support any pressure from the fund or elsewhere 
to follow more rigorous policies. 

Mr. Waugh said that the Bank had given a great deal of 
consideration to the point Mr. Marget had just made. They did not 
overemphasize it because they thought they might be considered 
presumptuous by the Fund. The Bank would support the Fund and 
would hope the Fund would support the Bank. 

Mr. Smith‘ said that he endorsed everything that had been said 
so far. He asked whether the Export-Import Bank had any idea of 
the magnitude of the development loans they would have to consid- 
er. Mr. Arey replied that one estimate was for about $807 million, 
made up of about $300 million for electric power, $100 million for 
transportation, $60 million for ports and shipping, and about $347 
million spread out over various items in smaller amounts and for 
shorter terms. 

Mr. Smith asked whether these amounts were in addition to 
normal supplier items. Mr. Arey said that the Bank thought they 
included some of the supplier items. In discussions with the Brazil- 
ians the Bank had not thought it advisable to ask what their whole 
program amounted to. 

Mr. Smith further inquired whether the development loans 
would necessarily be dollar loans. Mr. Waugh said they would be 
for dollar requirements. Mr. Overby suggested that the phrase 
“United States goods and services” be substituted for “dollar re- 
quirements” in paragraph 2 in order to make clear the kind of 
financing contemplated. This was agreed. 

The Chairman said that he read paragraph 2 of the proposal, 
which referred to taking into account the general economic condi- 
tions and policies of the country, to imply that the Export-Import 
Bank would be proceeding pari passu with the steps the Brazilians 





* Deputy Assistant Secretary of Commerce for International Affairs. 
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would take. Mr. Arey expressed agreement unless it meant that the 
Bank should say that it would only make loans provided the 
Brazilians took certain specified actions. It would rather be a matter 
of working along with the Brazilians. 

The Chairman said he understood there was no idea of opening 
up a credit line and going ahead regardless of developments in 
Brazil. Mr. Waugh agreed. Mr. Overby suggested that the introduc- 
tory paragraph of the proposal indicate that the discussions would 
deal with the economic problems of the Brazilians as well as with 
their applications for loans. This was agreed. 

Mr. Shenefield* said that the International Cooperation Admin- 
istration was generally in agreement with the Export-Import Bank 
proposal. Mr. Reid agreed that the approach as amended was entire- 
ly reasonable. 

Mr. Garnett® observed that the Department of Agriculture had a 
stake in Brazil but had no comment on this particular proposal. The 
Chairman asked about the status of sales to Brazil under P.L. 480 for 
local currency. Mr. Garnett said one program was just being com- 
pleted and a 3-year program was under ,egotiation. The Chairman 
inquired whether some of the local currency derived from these sales 
would be loaned. Mr. Garnett replied that it was hoped a large 
amount would be used to take care of the local currency component 
of power projects. Mr. Shenefield added that ICA was about to sign 
a $30 million loan agreement covering the purposes for which the 
local currency would be used and much would go to subsidiaries of 
the American and Foreign Power Company. 

Mr. Overby suggested that the last part of paragraph 2 of the 
proposal be changed to read “including projects which Brazil may 
wish to transfer from the International Bank to the Export-Import 
Bank”. He added that the International Bank had been warned by 
him that it was quite possible that Brazil might wish to transfer 
some projects to the Export-Import Bank. As of the moment, the 
International Bank was not enthusiastic about making further credits 
to Brazil. 

The Chairman observed that it was recognized that Brazil was a 
country in which the United States had very special national inter- 
ests. This relationship tended to lean toward doing more through the 
Export-Import Bank than through the International Bank. Mr. Over- 
by added that he had advised Mr. Black of the position that 
borrowers seeking to finance United States goods and services nor- 














* Adviser on International Monetary and Financial Affairs, Office of the Assistant 
to the Director of ICA for Finance. 
* Administrator of the Foreign Agricultural Service. 
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mally may look to the Export-Import Bank as the source of financ- 
ing. 

The Chairman pointed out that there might be parts of the 
program which could be worked out most appropriately with the 
International Bank. There was no attempt to make the program 
exclusively the property of the Export-Import Bank any more than 
of the International Bank. 

Mr. Prochnow thought there should be some reference to pri- 
vate capital in the proposal. Mr. Overby suggested that this might 
be done by inserting in paragraph 1 a reference to what might be 
done “by Brazil to attract private capital”. This was agreed. 

Mr. Southard stated that the Fund had had two missions in 
Brazil in 1956. However, the prospect for energetic Brazilian action 
in the field of domestic stabilization and systematic overhaul of their 
exchange system in 1956 was very poor. Currently the Brazilians 
were running an average of more than $60 million of dollar earnings 
per month so they did not have pressures arising out of balance-of- 
payments crises. However, he thought the proposal represented a 
perfectly adequate approach and the Fund would continue to work 
on the Brazilian problem with a tacit understanding with the Export- 
Import Bank that pressure for housecleaning would be all to the 
good. 

Mr. Waugh commented that President Kubitschek had consider- 
able political knowledge and courage, and had indicated he would be 
willing to do some things which would make him an unpopular 
president. 

Mr. Southard observed that he had only been speaking of the 
present calendar year. The Brazilian Government had a difficult 
political problem in its relations with the Brazilian Congress since it 
was a minority party. The chance for drastic reform in the early 
days of the new administration had been missed, but if inflationary 
pressures built up again something might be done. 

The Chairman observed that the implication of the proposal was 
that the Export-Import Bank would hold to the schedule of maturity 
of loans. Mr. Waugh said that any weakening on that point would 
be tragic from the standpoint of the Export-Import Bank. Mr. 
Southard agreed with this observation. 

The Chairman stated the consensus of the Council was that the 
Export-Import Bank should go ahead along the general lines that 
had been presented. 

The following action was taken (Action No. 901): 

“The National Advisory Council advises the Export-Import 
Bank that it has no objection to the pro for discussions with 


the Brazilian Government outlined in NAC Document No. 1963 
(Revised).” 
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Mr. Waugh said that he wished to make two final comments. 
One was to emphasize again the confidential nature of the discus- 
sions and the need to safeguard against leaks. The other was that if 
any branch of the Administration had any conditions precedent to 
suggest, the Bank should have them before and not after it got into 
the negotiations. 





333. Telegram From the Ambassador in Brazil (Dunn) to the 
Department of State’ 


Rio de Janeiro, July 3, 1956—6 p.m. 


14. I took up with President Kubitschek this morning your 
1334.* The President said that while he did not wish to bother 
President Eisenhower with details, he was planning to take up with 
him at Panama’ his economic program and related to this was the 
matter of the new PL 480 wheat transaction. He said he did wish the 
President to know of the political aspects of these negotiations as far 
as Brazil was concerned and that the question of denomination of 
the PL 480 loan contract as well as matter of prior US agreement to 
Brazil loans for development both played an important part in the 
political picture here. 

The President was very frank in talking of the political difficul- 
ties of his administration. He said the Communist attacks were 
increasing, particularly since he had taken an open stand against 
them and these attacks were being joined in by the political opposi- 





* Source: Department of State, Central Files, 732.11/7-356. Confidential. 

* Telegram 1334 concerned complications arising from U.S.-Brazilian negotiations 
for a new P.L. 480 wheat agreement. President Kubitschek insisted that his govern- 
ment would be criticized if it did not obtain the wheat on the same terms as the 
previous Brazilian Government. He urged reconsideration of the principle of repay- 
ment without the stated rate of exchange for the whole 1.8 million ton transaction. 
(Telegram 1571 from Rio de Janeiro, June 19; ibid, 732.11/6-1956) In telegram 1334, 
June 28, the Department instructed the Embassy to attempt to explain the exchange 
problem directly to Kubitschek in an effort to have the President withdraw his appeal 
for reconsideration of the agreement. The Department pointed out that while the 
dollar denomination represented an inconvenience to Brazil it had been acceptable to 
all other countries. Its waiver, moreover, would involve disruption of the worldwide 
program, with other countries demanding equal treatment and the revision of existing 
agreements covering hundreds of millions of dollars. (/bid.) 

*Reference is to the proposed meeting of the Presidents of the American 
Republics, scheduled to be held at Panama, July 22. For documentation on this 
meeting, see vol. vi, Documents 109 ff. 











Brazil _711 





tion. He said that it was his policy to commit Brazil to the closest 
collaboration with the US, but that the elements who were promot- 
ing extreme nationalism here were taking every advantage of this 
attitude to try to weaken his position before the country. He said he 
was opposed not only to communism but extreme nationalism. He 
added that even some of his close associates were beginning to 
weaken in face of the violent political attacks against his administra- 
special relations with the US. He remarked that certain European 
officials had given similar advice in the course of his pre-inaugural 
trip. He said that certain of his friends were counseling him to 
cancel present agreements for the exportation of atomic minerals to 
the US. He himself was against such action as he felt Brazil should 
carry out its commitments. 

The President stated categorically that if he did not have strong 
support from the US in carrying out his policies; he would be very 
much weakened and his administration would fail to achieve the 
high objectives which it had undertaken. I detected a slight indica- 
tion of discouragement on his part or at least the need of some 
encouragement from US to face his difficulties with resolution. 

I told the President that I was sure that President Eisenhower 
and the American Government would be very glad to discuss with 
him any of the problems he wished to bring up, . . . and that I felt 
he was making a sincere effort to bring order into the economy of 
Brazil, that he had adopted a sensible line in encouraging foreign 
investments and that his attitude toward private enterprise was the 
right one, particularly with respect to the whole subject of atomic 
energy. 

I believe the Kubitschek administration is at a critical crossroads 
at this time. Kubitschek has made himself vulnerable to criticism 
here by taking such a strong stand toward friendship for the US. I 
believe that he feels that we have not given him in full measure the 
strong and intimate support he hoped he would receive from US. 
We have, in my opinion, a staunch friend and if we did not have a 
chief of state here who was so attached to friendly relations with US 
we would be trying our best to bring him around to closer collabora- 
tion. I believe it is to our own mutual interests to keep him with us 
by encouraging him in his present policies and by doing everything 
we reasonably can to help him in a tangible manner. 

Dunn 
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334. [Editorial Note 








On July 11, Holland forwarded a memorandum to Dulles enti- 
tled, “Importance of Present United States Relations with Argentina, 
Brazil and Chile.” The memorandum is printed as Document 214. 





335. Telegram From the Secretary of State to the Embassy in 
Brazil’ 


Washington, July 17, 1956—7:50 p.m. 
66. Brazilian delegates here state Kubitschek intends upon re- 


difficulties with other Presidents attending meeting. We have gone 
to elaborate lengths to avoid even the appearance that decisions will 


be reached at this meeting on any substantive problems. You accord- 
ingly requested bring this to attention appropriate official with 





which they discussed, among other matters, the proposed loan agree- 
Brazil. The memorandum of conversation, drafted by Dulles, reads: 














336. Editorial Note 


On July 19, the National Advisory Council, after reviewing a 
draft Export-Import Bank announcement presented to it, “approved 
for consideration by the President and Board of Directors of the 
Export-Import Bank the proposed recommendations for loans total- 
ling about $151.4 million set forth in said draft announcement, with 
any appropriate changes in the proposed form and the timing of any 
announcement thereof to be determined by the President and the 
Board of Directors of the Export-Import Bank and the Secretary of 
State.” (NAC Action No. 907; Department of State, NAC Files: Lot 
60 D 137, Actions) The full minutes of the meeting are ibid, 
Minutes. The loans were jointly announced by United States and 
Brazilian officials on July 31 in Washington and Rio de Janeiro. 

A detailed analysis of the Export-Import Bank loans to Brazil 
and overall United States policy vis-a-vis President Kubitschek’s 
economic program is printed in Current Economic Developments, No. 499, 
August 7, 1956, pages 23-27. (/bid., Current Economic Developments: Lot 70 
D 467) Current Economic Developments was a semimonthly classified 
periodical prepared by the Bureau of Economic Affairs in the De- 
partment of State for internal use as a background and policy 
guidance report for policy-level officers of the United States Govern- 
ment serving in the United States and abroad. 





337. Memorandum From the Deputy Assistant Secretary of 
State for Inter-American Affairs (Rubottom) to the 


Deputy Under Secretary of State (Murphy)' 


Washington, July 20, 1956. 


SUBJECT 
Interim Use of Fernando de Noronha (Brazil) by U.S. Forces 


Following discussion at ARA’s staff meeting this morning in 
which Henry Holland participated, it was decided that it would be 
unwise for the U.S. to attempt to bring pressure on Brazil at this 
particular moment to obtain interim right of entry on Fernando de 
Noronha. However, we expect that the discussions between Presi- 





* Source: Department of State, Central Files, 711.56332/7-2056. Secret. 
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dents Eisenhower and Kubitschek in Panama will cover the major 
points at issue between our two governments, including the US. 
desire for a military facilities agreement with Brazil and Brazil’s 
desire for additional U.S. military equipment. The briefing papers 
include a reference to Defense’s need to use Fernando de Noronha 
on an interim basis.’ 

If things go well, as we hope, this question may be easier to 
resolve within the short-term future than right now. For your 
information, the discussions between our own and the Brazilian 
re ee and (2) PL 











wish to go into such detail in your discussion with Mr. Gray, but it 
is clear from the attached document that the Defense Department 

been responsible for the delays of the past five months in 
getting down to the business of actual negotiations with Brazil after 
all other obstacles have been removed. 








Deputy Under Secretary of State (Murphy)' 


Washington, July 20, 1956. 
SUBJECT 
Negotiation of Military Facilities Agreement with Brazil 


I believe Mr. Gray’s inquiry of you regarding our action on 
Defense's request to obtain from Brazil an interim right to entry on 
Fernando de Noronha provides a good opportunity to discuss with 





"Source: Department of State, Central Files, 711.56332/7-2056. Secret. Drafted by 
Sayre. 
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Mr. Gray our problem of getting prompt answers from Defense to 
questions that have arisen in the course of our preparations for 
negotiations, and now the negotiations. This problem was discussed 
between Mr. Bennett* and Mr. Sayre on July 13. The background of 
our problem is as follows: 

We have known since late 1952 that the Department of the Air 
Force is interested in a guided missile tracking station in Brazil. In 
early 1952 we were also advised that the Army had an interest in 
obtaining real estate in Brazil for an Army communications station. 
At that time, however, it was unwise for us to explore this problem 
with the Brazilians on a diplomatic level because the Brazilian 
Government was under vigorous attack both in its Congress and in 
the press for concluding a Military Assistance Agreement with the 
United States. It was over a year before the Brazilian Congress 
approved that Agreement. When Defense’s requirements became a 
little more firm we did agree, however, that Defense representatives 
could approach the Brazilian military and attempt to obtain approval 
for site surveys. This was done in late 1954 and 1955. 

Brazil had a major political crisis in 1954 which resulted in the 
suicide of Vargas in August 1954. Vargas was followed by the care- 
taker government of Cafe Filho who was unwilling to make firm 
commitments. Brazil was also going through preparations for a 
presidential election which took place October 1955. All of these 
factors combined to make it unwise to attempt to negotiate such a 
delicate matter as a base agreement and have it become a major 
political issue in Brazil. Nevertheless, Defense went ahead with its 
surveys and completed them in early 1956. 

The election in October 1955 was followed by continued politi- 
cal unrest for Brazil in which the military felt compelled to step in 
and install a temporary president in November 1955. After the 
inauguration of Kubitschek in January 1956, however, we advised 
Defense we were prepared to negotiate and informally asked for a 
revision of the Agreement Defense had propused in October 1954, 
and for a restatement of Defense's requirements. You made this 
request officially in your letter of March 29, 1956.’ Mr. Gray 
answered your letter in part on May 11,‘ but as you pointed out in 
your letter to him of May 25,° the Department could not undertake 
to negotiate an agreement until such time as Defense gave us the 
draft it wanted negotiated. We received an advance copy of the 





*W. Tapley Bennett. 
* Not printed. (Department of State, Central Files, 732.5-MSP/3~-1956) 
* Not printed. (/id, 732.5-MSP/5-1156) 


* Not printed. (/id) 
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proposed agreement on June 21° and this was forwarded to Ambas- 
sador Dunn, but formal Defense approval of the agreement was not 
received until June 26. It was then five months after we told 
Defense we were prepared to negotiate. 

We sent our instruction to the Embassy on July 3’ and followed 
that by a telegram on July 5 asking the Embassy to present the 
Agreement it had received previously.° The Embassy held its prelim- 
inary discussions with the Foreign Office on July 10 and reported 
these in telegram No. 45.° Brazilian Foreign Office officials . . . 
suggested that the same facilities be negotiated under the terms of 
the MDA Agreement which had already been approved by the 
Brazilian Congress. Defense gave us its comments on July 18”° to a 
draft telegram to our Embassy on this point which we gave Defense 
on July 11. 

Mr. Gray should be aware that his own Department has not 








request until it could present our proposals to the Brazilian Govern- 
ment. We have been unable to do this because Defense did not give 
us formal clearance until June 26 to negotiate and has now taken 
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over a week to answer the Embassy's inquiry about handling the 
negotiations under the MDA Agreement. 

I would suggest Mr. Gray also be informed that we are prepared 
to make a request for interim right of entry for the guided missile 
station when we receive Defense clearance on a reply to our Embas- 
sy’s questions about negotiating under the MDA Agreement. We 
have also asked the President to bring this problem to the attention 
of the Brazilian President during the Panama meeting. 








339. Memorandum of a Conversation, Panama City, July 22, 
1956' 


PRESENT 


The President President Kubitschek 
Lt. Col. Vernon A. Walters Ambassador Amaral Peixoto 


President Kubitschek opened the talk by expressing his grati- 
tude to the President for receiving him and his pleasure at seeing 
how far he had recovered from his recent operation. He said that he 
had no intentions of taking up the President's time with a mass of 
unimportant details. He merely wanted to say that he had seen on 
the previous night the members of the Brazilian Economic Mission 
who had recently been in the United States. He was very well 
satisfied with what they had told him 
held in the United States. There did 
problems on which there was sharp disagreement. 
ever, one matter on which he would be grateful if President Eisen- 
hower would look into the question and that was the matter of 
wheat. If some satisfactory arrangement 
it would strengthen his hand for taking a 
Communists in Brazil. President Eisenhower said he 
this matter and asked Ambassador Amaral Peixoto whether 
been brought to Secretary Dulles’ and Mr. Holland’s attention. The 
Ambassador said that it had and the President again said that he 
would look into the matter. 

President Kubitschek then said that the Communists’ main 
effort in South America now was directed at making trouble be- 





* Source: Eisenhower Library, Whitman File, International File. No indication of 
the drafting officer appears on the source text. The conversation was held in President 
Arias’ suite at the Hotel El Panama. 
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tween the United States and the countries of Latin America. The 
President said that the new Communist line of sweetness and light 











from Kubitschek to Eisenhower. In the note, the Brazilian President 





340. Editorial Note 


On August 30, President Kubitschek, acting as head of the 


the atomic energy field. Newly-appointed Ambassador Ellis O. 
Briggs reported these developments in telegram 242 from Rio de 
Janeiro, August 31. (Department of State, Central Files, 832.2546/ 
8-3156) 

In telegram 247 from Rio de Janeiro, September 3, Briggs 
commented that the recommendations were “unquestionably nation- 
alistic in tone” and suggested that they had increased the prospect 
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for the establishment of an “atombras” in Brazil. (/bid, 832.2546/ 
9-356) 

Briggs, appointed by the President as Ambassador to Brazil on 
May 29, presented his credentials to the Brazilian Government on 
July 24. 





341. Telegram From the Ambassador in Brazil (Briggs) to the 
Department of State’ 


Rio de Janeiro, September 6, 1956—11 p.m. 


266. Re Embassy telegram 265.* Saw Foreign Minister’ this 
evening re atomic matters, said talks with President had been brief 
but that I had told him of concern of my government at way things 
going. I explained to Macedo Soares that message in question 
(Embassy telegram 202)‘ had indicated my government might shortly 
have no recourse than to review the various aspects of atomic 
arrangements thus far under discussion. Foreign Minister made series 
of declarations in line with assurances of Kubitschek including 
statement Brazilian desires develop atomic energy with US collabora- 
tion and August 31 resolution “has not changed that”. He said 
Brazilian Government serious in purpose to pursue development 
with US and that matter would now be vigorously pushed; group 
handling atomic matters here will be reduced to manageable propor- 
tions and his government considers solution urgent and important. 





of State, Central Piles, 832.1901/9-656. Secret; Niact. 


of the National Security Council, Kubitschek explained, had been taken in 

order to terminate public and Congressional airing of a matter which the executive 
had gone far enough. He suggested, furthermore, that the resolution 

been intended to head off Communist and ultranationalist agitation. (/id. 


* Apparent reference to telegram 202 to Rio de Janeiro, September 4, in which the 
“deeply concerned present atomic 
” It instructed the Embassy to consult with Brazilian 











720 Foreign Relations, 1955-1957, Volume VII 








As soon as things quiet down (evidently reference to Communist- 
Nationalist agitation of past few weeks) new negotiations with US 
will be undertaken. He again urged that US attitude toward August 
31 resolution should be in effect “think nothing of it.” 

Comment and conclusions: 


(3) With Trimble already departed and Terrill now only officer 
with background knowledge of details this complex problem, leaving 
next week, suggest Department consider temporary assignment to 
Rio soonest of someone capable advising Embassy, interpreting de- 
velopments, and if necessary engaging working level atomic discus- 
sions here next few weeks. Such individual should be fully 
responsible to chancery and should if possible have technical compe- 
tence as well as knowledge background including key individuals in 
this field in Brazil. 

Briggs 





342. Memorandum of a Conversation Between the Brazilian 
Ambassador (Amaral Peixoto) and the Assistant Secretary 
of State for Inter-American Affairs (Holland), Department 
of State, Washington, September 10, 1956’ 


SUBJECT 
Atomic Energy—Brazil 


I told the Ambassador that in a very informal and personal way 
I wanted to express to him the concern that is growing within this 
Government and the adverse public opinion that is being created by 
recent occurrences in Brazil in the field of nuclear energy. I referred 
specifically to the recent cancellation of the agreement regarding the 
sale of thorium and cancellation of the agreement regarding explora- 
tion for uranium. These events, plus some other problems were 
having, I feared, a serious effect here. 


The Ambassador said that he wanted me to understand his 
position; that before he had come here many of his friends had 





"Source: Department of State, Central Files, 832.1901/9-1056. Confidential. 
Drafted by Holland on September 11. 
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urged him not to accept this post, but to stay on in Brazil where his 
political position was secure. He had decided to come because he felt 
that he could make a real contribution to good relations between the 
United States. He felt that in coming here he was serving the real 
best interests of Brazil. 


The Ambassador said that he would specifically recom- 
mend .. . that the Brazilian Government push ahead as rapidly as 
possible to the conclusion of agreements with the United States in 
this field and . . . that the Atomic Energy Commission which has 
been set up in Brazil negotiate new agreements for the sale of 
thorium and exploration of uranium in lieu of those which have 
been canceled. 


He showed to me a press statement that he intended to issue 
when he left my office, and I agreed that it would be satisfactory. 





343. Telegram From the Secretary of State to the Embassy in 
Brazil’ 


Washington, September 15, 1956—5:45 p.m. 


239. During courtesy call on Brazilian Ambassador yesterday he 
brought up atomic energy situation. This is further evidence his 
government's preoccupation over effect in U.S. of August 31 resolu- 
tion. His remarks generally in line statements to Holland when latter 
summoned him September 10 (Deptel 231 September 14)’ with 
several additional observations: 

Amaral Peixoto mentioned recent talks with atomic energy 
interests in U.S. especially preparations for research reactor at Sao 
Paulo. He confirmed Brazil's keen interest therein and expectation 
U.S. still disposed proceed with this project. I replied U.S. of course 
desired collaborate with Brazil in development atomic resources but 
pointed out such collaboration to be effective also requires atmos- 





* Source: Department of State, Central Files, « 11.5297/9-1556. Drafted by Briggs, 
cleared in draft with Bernbaum, and approved by Kowell. 

* Telegram 231 to Rio de Janeiro summarized the memorandum of conversation, 
supra. (Ibid., 611.3297/9-1556) 
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phere in Brazil conducive to success of our joint efforts. I said we 
could accordingly only view with concern irresponsible and unjusti- 
fied attacks of last month which culminating in aforesaid resolution 
was forcing us to review general atomic situation. 

Ambassador asked whether Embassy Rio has “heard from For- 
eign Office.” I referred to my conversation with FonMin September 
6 (Embtel 266 September 6°) and gathered from Pexioto his question 
referred to FonMin’s statement that “new negotiations” might be 
undertaken with U.S. rather than to preparation basic atomic legisla- 
tion. I told him insofar Department informed Embassy has had no 
further discussion with FonMin this subject since September 6. 

Ambassador made further remarks belittling importance of reso- 
lution and reiterating desire Kubitschek administration to utilize U.S. 
facilities, experience, et cetera in developing Brazilian nuclear re- 
sources. In that connection he said Congressman Archer‘ phoned 
him from Rio September 13 reporting departure that night for Great 
Britain and France to discuss business matters, returning via Wash- 
ington to consult with Ambassador. Archer according to Ambassador 
professed friendship for U.S. and desire to be helpful in present 
situation. Peixoto apparently sought to imply Archer has turned over 
new leaf. I remarked that if this true public indication is change of 
attitude would be of interest, having in mind Archer one of principal 





proponents of last month’s anti-U.S. campaign. 

FYI foregoing and previous Brazilian efforts to give impression 
August bonfire of nationalism really feeble spark in wet leaves, now 
extinguished, I find unconvincing except as indicative of hope U.S. 
Government may overlook recent developments and proceed as if 
nothing has happened, without requiring action by Brazilian Gov- 
ernment. Further comment in succeeding telegram. 


Dulles 





* Document 341. 
* Brazilian Congressman Renato Archer. 
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344. Telegram From the Acting Secretary of State to the 
Embassy in Brazil’ 





Washington, November 21, 1956—6:07 p.m. 


419. Peixoto-Strauss meeting (Deptel 371)’ held 21st. Peixoto 
did not ask for specific new areas cooperation but spoke at length re 
“now favorable” atmosphere U.S.-Brazilian cooperation. Said he did 
not know why power reactor instructions not yet received but if not 
received within month would go Brazil straighten things out. 

Strauss assured Peixoto our desire cooperate fully establish 
sound atomic energy program with Brazil but indicated technical 
problems arising as result uncertain status existing agreements begin- 
ning to cause some difficulty. Peixoto said he had recommended 
prospecting be resumed. Also although GOB had approved Brazilian 
NSC recommendation no intention cancel sales contracts. He added 
new commission good; chairman his personal friend and other mem- 
bers three of whom recently in U.S. all good men and well disposed. 


Department believes, your discretion, it might now be useful 
reinforce Strauss—Peixoto talk by taking advantage opening afforded 
FonMin statement (Embtel 495)’ to seek full discussion atomic 
energy situation with him along lines your talk with Muniz. Empha- 
sis should be placed on desirability full cooperation in policy and 
organization field Brazil’s program to prevent possible monopoly 
orientation but problems existing contracts, which are of more 
importance Brazil than U.S., might be mentioned as symptomatic of 
present unsatisfactory situation. While status contracts should not be 
overemphasized it might be pointed out that their early clarification 
would not only serve as indication Brazilian intentions but would 
also solve certain technical problems re personnel and funds... . 
Action on this case becomes increasingly important as leasing ar- 





* Source: Department of State, Central Files, 832.1901/11-1056. Secret. Drafted by 
Ernest V. Siracusa, Officer in Charge of Brazilian Affairs, and approved by Rubottom. 

* Telegram 371, November 9, transmitted to the Embassy a proposed agenda for 
the Peixoto-Strauss meeting, arranged at the latter's request. (/bid., 832.1901/11-956) 

*In telegram 495, November 16, Ambassador Briggs reported a recent conversa- 
tion with Macedo Soares in which the Foreign Minister noted the Brazilian armed 
services’ concern about the international security situation in light of the Suez and 
Hungarian crises. Macedo Soares had suggested, accordingly, that it was a propitious 
time for the United States to move ahead and obtain solutions to its various problems 
with Brazil, including arrangements in the atomic energy field. (/bid, 732.5-MSP/ 
11-1656) 
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rangement for reactor fuel should be signed soon to avoid upsetting 
construction schedule. 
Hoover 





345. Telegram From the Ambassador in Brazil (Briggs) to the 
Department of State’ 


Rio de Janeiro, December 5, 1956—11 a.m. 


558. Embtels 550* and 557.’ In view continuing delay on mili- 
tary facilities Embassy officer discussed situation on November 30 
on informal, personal basis with Ambassador Carvalho e Souza, chief 
of political department, who in recent weeks has taken leading role 
in Foreign Office efforts obtain agreement military authorities on 
affirmative response re guided missiles project in particular. Ambas- 
sador Carvalho stated despite every effort final agreement not yet 
obtained. On contrary, National Security Council representatives at 
meeting November 29 insisted facilities used on Fernando de Noron- 
ha ‘sland must be limited to remainder period Kubitschek adminis- 
tration, i.e., four years, arguing that next administration could extend 
agreement if it saw fit. (As reported Embtel 446* Foreign Office draft 
provided for period of ten years renewable for another ten and 
denunciation on one year's notice.) 

In view this negative development Embassy official in meeting 
November 30 expressed grave concern distinct possibility breakdown 
negotiations, remarking that Embassy understood US Air Force had 





* Source: Department of State, Central Files, 732.5-MSP/12-556. Secret; Priority. 

* In telegram 550, November 30, the Embassy requested clarification of the term 
“interim right of entry.” In an earlier message (telegram 437 to Rio de Janeiro, 
November 16; ibid, 732.5-MSP/11-1656), the Department had informed the Embassy 
that the Air Force’s present schedule for construction of the guided missile station at 
Fernando de Noronha required Brazilian approval of an interim right of entry by 
December 10. In telegram 550, the Embassy inquired whether the United States was 
prepared to begin construction, or make firm commitments with contractors regarding 
construction, after the conclusion of an agreement with the Brazilians “in principle,” 
hoping that an agreement regarding specific commitments could be reached at a later 
date. “If we are not prepared to proceed on this basis,” the telegram noted, “Embassy 
frankly believes there is no prospect meeting December 10 deadline mentioned 

telegram 437.” (/bid, 732.5-MSP/11-3056) 

* Telegram 557, December 4, transmitted the text of a Brazilian Foreign Office 
memorandum setting forth the views of the Brazilian Navy on assistance desired from 
the United States. (/bid., 732.5-MSP/12-456) 

* Dated November 2. (/bid., 732.5-MSP/11-256) 
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set December 10 as deadline for awarding construction contract on 
Noronha Island (re Deptel 437). If satisfactory agreement could not 
be reached very soon it therefore appeared that we might be forced 
abandon project. Such development would be bound have negative 
effect on relations our two countries, particularly unfortunate at this 
moment of great international tension. Embassy official stressed that 
these observations were made in spirit of frank and open discussion 
of common problems which has marked our relations with Foreign 
Office, and should not be interpreted in any sense as exercise of 
undue pressure but rather as statement of factual situation. 


At further meeting late yesterday Ambassador Carvalho re- 
counted further unsuccessful discussions with military over week- 
end. Foreign Ministry has therefore decided take issue to President 
and to this end paper prepared outlining situation for his back- 
ground information. Ambassador Carvalho read excerpts which state 
case clearly and forcibly. 

It is our considered opinion that whole matter must be brought 
to conclusion in very near future. Foreign Office anticipates discus- 
sion with President this week and delivery note to us next Monday 
if mecessary backing obtained. Department's views requested on (1) 
reported December 10 deadline, (2) whether we are prepared accept 
indicated p«riod duration with denunciation on one year’s notice, 
and (3) acceptability authorization proceed with construction with- 
out specific written agreement on customs privileges, tax exemptions 
and criminal and civil jurisdiction over US personnel. On latter point 
Ambassador Carvalho expressed opinion military not likely create 
difficulties. 

In connection this whole problem it seems more than ever 
apparent in light memorandum now received listing assistance de- 
sired by Brazilian Navy (Embtel 557) that aside from sensitiveness 
on sovereignty question negative attitude of Brazilian military 
strongly influenced by failure obtain desired military assistance from 


US. 
Briggs 
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346. Telegram From the Acting Secretary of State to the 
Embassy in Brazil’ 








Washington, December 12, 1956—6:58 p.m. 


490. Following summarizes Rubottom—Peixoto meeting Decem- 
ber 7 arranged latter's request: 

1. Brazil request merchant vessels. Rubottom assured Depart- 
ment’s willingness seek Congressional authorization sale vessels if 
they available and surplus to US. needs, and that Department 
seeking views other agencies. Suggested present time might be 
inopportune due international uncertainties and warned it might not 
be possible approve first trip cargo this time if vessels eventually 
sold to Brazil. 

2. Interest charge on military aircraft credit. Peixoto said Brazil 
not informed this charge would be made until negotiations complet- 
ed and did not provide for it in budget. Said if interest required 
Brazil might not be able purchase aircraft which it intends use 
continental defense. Minister Valle* said this problem could influ- 
ence attitude Air Ministry on Defense Sites. Rubottom explained 
reasons for NAC interest requirement but said question would be 
investigated to assure no discrimination against Brazil. 

3. Rubottom outlined urgency our need interim right entry 
Fernando de Noronha and asked Peixoto communicate this informa- 
tion promptly his government and to President if possible. 

4. Peixoto asked if Brazil would receive adequate petroleum 
supplies view Suez crisis. Rubottom said whole question under study 
and did not know what eventual situation might be. Said we have 
hemisphere needs in mind and would seek equitable treatment. Said 
present indications are Western Europe would suffer cutbacks 20 to 
25% and emphasized that problem one of transportation shortage 
rather shortage petroleum. 


6. While press here sought link Peixoto visit to possible protest 
guided missile mishap, he only made jocular reference to it. 
Hoover 





*Source: Department of State, Central Files, 732.5-MSP/12-1256. Confidential. 
Drafted by Siracusa and approved by Bernbaum. 
? Henrique Rodrigues Valle, Minister-Counselor of Brazil. 
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347. Telegram From the Ambassador in Brazil (Briggs) to the 
Department of State’ 


Rio de Janeiro, December 13, 1956—11 p.m. 


600. Saw President Kubitschek this evening for one hour and 
obtained assurance Fernando de Noronha matter will be brought to 
conclusion soonest (i.e., “within next few days”) with qualification 
however that he may decide, on recommendation advisors, to submit 
project to Congress for approval, procedure which if undertaken he 
later admitted would lead to further and perhaps interminable delay. 

My initial statement to President as follows: I informed him my 
visit pursuant urgent instructions take up matter of highest impor- 
tance, namely protracted delay which my government has encoun- 
tered in arranging for certain facilities in field of hemisphere defense 
collaboration, including Fernando de Noronha. Reminded President 
that when first spoke to him last July he expressed agreement in 
principle and directed discussions be undertaken with Foreign Of- 
fice. I said it is only because Itamaraty’ discussions unproductive 
that I again coming to him. 


At end of conversation President said he would try arrange 
meeting tonight with Foreign Minister and legal advisors preliminary 
to Cabinet discussion and assured me he aware both importance and 
urgency my representations and that I could confidently expect reply 
“within few days”. Should War Minister return tonight from south- 
ern trip President would attempt unite Military Ministers and For- 
eign Minister and NSC in separate meetings this weekend. President 
(1) further declared he unwilling let matters dangle; (2) reiterated his 
sincere belief in US-Brazilian cooperation all along the line. 

Comment follows next telegram.’ 


Briggs 


* Source: Department of State, Central Files, 732.5-MSP/12-1356. Secret; Niact. 

* The Brazilian Foreign Office. 

* Telegram 601 from Rio de Janeiro reads in part: “Recommend Kubitschek be 
given his requested ‘few days’ during which we can continue to press him (i.e., 
message from President).” (Department of State, Central Files, 732.5-MSP/12~-1356) 





In telegram 495 to Rio de Janeiro, December 14, the Department of State 
informed Briggs that at his suggestion the delay in reaching a facilities agreement had 
been brought to President Eisenhower's attention. At the President's authorization, the 
Department instructed Briggs to convey a personal message from Eisenhower to 
Kubitschek, urging the Brazilian President to “find means to assure that the construc- 
tion of this essential facility will be allowed to begin without further delay so as not 
to imperil the schedule for testing the Intercontinental Ballistic Missiles.” (/bid.) 

(Continued) 
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348. Telegram From the Ambassador in Brazil (Briggs) to the 
Department of State’ 








Rio de Janeiro, December 15, 1956—noon. 


607. Re Embtel 606. There follows text of letter sent President 
Kubitschek this morning based on Deptel 495. 

“Confirming our conversation this morning I have the honor to 
set forth hereafter the message to you from President Eisenhower 
dated yesterday evening: 


“oe have been informed of ) conversation on the 


priority i 7 
sphere, but perhaps ofthe ene free world. 
ee Gee , but s of the entire free world. 
rd attention to urgent matter is most 
> s ae © & sae aoe tae Oe Gad tae ‘tore 
a station on Fernando de Noronha Island. I iate the 
0 qeliaeks GUadh cudh Gn EAM tatty Gate Gan Brazilian 
Government. 


2S Oe ae ee oe 

United States, find means to assure that the construction of 
these essential facilities will be i 

delays, so as not to imperil the 

missiles. 


“*T send to you my warmest personal regards and good wishes, 
recalling with pleasure and satisfaction our meetings at Key West 
last January and Panama last July.’ 


“In connection with the foregoing message from President Ei- 
senhower, I have been directed to call Your Excellency’s attention to 
the fact that it is now contemplated that the Fernando de Noronha 
station will be operated by a private United States company, under 





(Continued) 

In telegram 606 from Rio de Janeiro, December 15, Briggs reported that he had 
seen Kubitschek that morning and read to him the substance of the President's 

, which the Ambassador believed had been most helpful in the present 

situation. (/bid., 732.5-MSP/12-1556) Briggs transmitted to the Department the text of 
the letter which he read to Kubitschek in telegram 607, infra. 

* Source: Department of State, Central Files, 732.5-MSP/12-1156. Secret. 

* This reply was transmitted to the Department in telegram 351 from Rio de 
Janeiro, October 5. (/bid., 732.5-MSP/10-556) 
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contract to the United States Air Force. Under that arrangement it is 
anticipated that there will probably be only one Air Force officer 
assigned to the Fernando de Noronha station after its completion, 
and should the Brazilian Government so desire, he can wear civilian 
clothes. The remainder of the American personnel will be approxi- 
mately 50 civilian technicians employed by the contractor. 

“As explained during our conversation this morning, my gov- 
ernment hopes that it may be possible to conclude a 10-year 
agreement, subject to termination by either party after that initial 
period. 

“Permit me to reiterate, Mr. President, the high appreciation of 
my government of the personal attention which you are giving to 
this important matter.” 

Briggs 





349. Telegram From the Ambassador in Brazil (Briggs) to the 
Department of State’ 


Rio De Janeiro, December 18, 1956—5 p.m. 





* Source: Department of State, Central Files, 732.5-MSP/12-1856. Secret; Priority. 
*In telegram 613, December 17, Ambassador Briggs reported that the Brazilian 

Foreign Ministry had handed him that afternoon a final draft text of the 
a re He noted that it was an improvement over the draft previously 
to him by President Kubitschek on December 14. “It is also in my opinion,” 


site. (/bid., 732.5-MSP/12-1756) The text of the Brazilian note was transmit- 
ted to the Department in telegram 612 from Rio de Janeiro, December 17. (/bid) 
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keep Brazilian military off his neck as well as ours. He mentioned 
but did not dwell on rivalry with Argentina; implying clearly he 
does not have in mind parity of treatment in military matériel as 
satisfactory to Brazil. (1 am drafting separate telegram on this sub- 
ject). 

However said primary purpose summoning me was for general 
round-up US-Brazilian collaboration. 

As far as Kubitschek personally concerned he said that while he 
acknowledges and recognizes importance of continuing collaboration 
between Brazilian-US armed services (having in mind Brazil's strate- 
gic location, great geographic extent and tradition of military collab- 
oration) it is closer and more effective economic collaboration that 
he has primarily on his mind—that is, arrangements discussed by his 
mission in Washington last July and subsequently formulated in 
joint EXIM Bank statement but still largely awaiting implementation, 
pending wheat operation (which as reported separate telegram today 
he promises expedite), and Brazil’s need for additional merchant 
vessels. President understands we have approximately 50 ships now 
in mothballs; he would like to buy 24 already mentioned by Peizoto 
in recent conversation with Rubottom, plus 6 more of different 
types. He indicated request for ships urgent. (Department’s A-159° 
just received, after conversation with President.) 

Regarding all of these requirements President said Brazil desires 
to depend primarily on US and he implied success or failure his 
administration would be in measure we are able to aid him. Finally 
he said that along with Brazil's Fernando Noronha note he has 
directed Foreign Minister Macedo Soares to give US overall state- 
ment covering Brazil’s needs, hence would not go into further detail 
now. (This is new idea; Foreign Minister indicated yesterday, as 
reported Embtel 613, that impending communication would be limit- 
ed to Brazilian defense requirements.) 


3. As indicated above future military collaboration subject of 


separate telegram. 
Briggs 





* Telegram 619, infra. 

* Telegram 616 from Rio de Janeiro, December 18. (Department of State, Central 
Piles, 411.3241/12-1856) 

* Airgram A-159, December 12, reported on the current status of the Brazilian 
Government's interest in acquiring additional vessels from the US. Reserve Fleet. 
(Ibid, 932.739/11-156) 
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350. Telegram From the Ambassador in Brazil (Briggs) to the 
Department of State’ 


Rio de Janeiro, December 18, 1956—6 p.m. 


619. Reference: Embtel 613° and 617,’ together with previous 
recommendations for reassessment Brazil-US military collaboration. 

Current dissatisfaction Brazilian Military rests om two grounds 
(1) US deliveries too small and long delayed and (2} US failure 
acknowledge and treat Brazil as more important than any other 
country Latin America. This message addressed primarily to second 
allegation. 

Argument that Brazil is our “best and most valuable friend and 
ally” based on following premises: (1) Tremendously large country, 
nearly one-half of South America, rapidly growing population now 
60 million, tremendous natural resources and expanding economy— 
all adding up to fact that Brazil is only Latin country likely at early 
date become world power; (2) Strategic importance of Brazil under 
present world conditions, manifested in World War II and now 
underlined by our interest in Fernando Noronha facilities; (3) Brazil 
our traditional friend and ally, standing by US in two world wars 
when chips were down. (While this theme played locally is monoto- 
nously repetitive it is nevertheless eloquently supported by r:-: ord.) 

I believe that many of wur difficulties and headaches in relations 
with Brazil would be resolved if we were to adopt as policy thesis 
that Brazil is our “first friend and ally” among American Republics. 
I appreciate suggestion raises practical question of implementation in 
terms military collaboration and assistance. We can probably demon- 
strate that Brazil has already received more military assistance than 
any other Latin American country. It can also be maintained, howev- 
er, that extent of our assistance not commensurate with relative 
importance of Brazil vis-a-vis these other countries, its importance to 
US strategically and otherwise in the present context of world 
affairs, nor adequate to enable Brazil meet hemispheric defense 
commitments undertaken at our insistent urging (re latter point 
reference 1952 MDA agreement and related secret agreement cover- 
ing Brazilian commitments).‘ 

In present situation it is not convincing to Brazilian military to 
cite dollar cost figures of equipment furnished. What is convincing 





* Source: Department of State, Central Piles, 732.5-MSP/12-1856. Secret. 
? See footnote 2, supra. 
° Supra 


‘The agreement was signed at Rio de Janeiro, March 15, 1952, and entered into 
force, May 19, 1953; for text, see TIAS 2776 or 4 UST 170. 
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in their eyes is physical end product available to them. (For example, 
decision to offer Brazilian Navy 2 destroyers, 2 submarines and 3 
years from now 1 minesweeper, in comparison with 2 destroyers and 
2 submarines for Chile, is most unlikely favorably impress Brazilian 
Navy.) 

I recognize that adoption policy based on “first friend and ally” 
notably Argentina. However, I believe time has come when we 
should recognize reality of Brazil’s emergence as dominant Latin 
American power. While Department will have better estimate than 
possible here, my experience is that Latinos know how to accept fait 
accompli, especially when it has solid basis. 

Since foregoing issue will inevitably arise in connection with 
impending review our military relations with Brazil, I suggest basic 
policy decision should precede study of specific Brazilian requests. 

Acceptance “Brazil first friend and ally” thesis in military field 
presupposes same thing in economic collaboration but there de facto 
Brazil has no valid complaint in contrast treatment other Republics, 
even though Brazil now seeking additional US assistance. Ditto 


political field. 
Briggs 








351. Telegram From the Secretary of State to the Embassy in 
Brazil’ 


Washington, December 22, 1956—6:03 p.m. 


512. You authorized (Embtel 612)’ acknowledge receipt Brazilian 
note December 17 as follows: 


PD tte oe af adhe Apeerwen ape fee By ayn pee dp 
the obligations which devolve upon it and which extend equally 
the Govennanent of Gee United Sates of Bonet, welth solosente to Ge 
common defense of the two countries and the defense of the 


continent, reason of diplomatic undertakings previously conclud- 
ed, y the Inter-American Treaty of Reciprocal Assistance 





*Source: Department of State, Central Piles, 732.5-MSP/12-1756. Confidential. 
Drafted by Siracusa, Bernbaum, and Sayre; cleared in draft with Phieger and Louis E. 


! 
. 
ur | 
. 
i 
i 
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eens Se Pe Se Seeaiee on Repenaes 5, ey, 60 memened by Ge 





i Assistance concluded in this capital by the two 
governments on 15, 1952, is prepared to conclude the follow- 
ing agreement, which follows in particular the principles stated in 
re tee ee | eS Ene (eee Neeeeens see 
tioned: (Note: Mi i i 
Brazilian preamble is so worded as to mean that in the MDAP, 
which is an eapoemidy  seoninn 3 the U.S. assumed obligations which 
would be ape BP pen 

“(1) Governments of Brazil the United States of Amer- 
ica, with a view to the defense of Brazilian territory and of the 
American continent, have agreed to the construction on the Island of 
ae ok ind 
character connected with the development of gui missiles; 

“(2) The Government of Brazil authorizes these installations to 
be constructed by United States personnel assisted by Brazilian 


“(3) It is that said installations shall be under the com- 
mand of a Brazilian officer and the Brazilian national flag exclusively 
will continue to fly over the Island of Fernando de Noronha; 

“(4) It is understood that the operation of the technical facilities 
at the said installations shall be in charge of 


that United States shall be gradually replaced by Brazilian 
personnel in with conditions to be determined by com- 
mon 


agreement; 
“(6) The Goverment of the United States of America, in view of 
the Brazilian Government's preoccupation that greater defense re- 


Missile Tracking Station on Brazilian territory, to discuss with 

the Government of Brazil the extent of such requirements as 

may be involved ee Oe Se Seer aes 
as 


interpretation of . a or essential to avoid 
future misunderstandings and granting to Brazil of a virtual 


Se ee ee ern ee ee 
“(7) The Government of the United States of America agrees 
that construction and fixed improvements made on the Island of 
Fernando de Noronha in connection with the technical installations 
Oo MR co gga Poser nen age I gee Reed neg 
without any tion, upon termination of this agreement or 
upon termination of any extension. 

“(P) i this is satisfactory to the Brazilian Government, it is 
understood that Your Excellency’s note of December 17, and this 


from this date and may be extended only under the conditions and 

for the length of time to be determined by common agreement. In 
ee oe ere 9 

either of the two Governments with prior notice of one year.” 
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Department understands these changes not in accordance your 
recommendation but believes after consultation with Department of 
Defense that there is no alternative. 

Dulles 





352. Telegram From the Acting Secretary of State to the 
Embassy in Brazil’ 


Washington, December 31, 1956—7:02 p.m. 


531. In conversation following signing today PL 480 agreement 
Bernbaum stressed to Peixoto general US Government unhappiness 
over progressive indications Brazilian efforts take advantage Fer- 
nando de Noronha station for bargaining purposes on military 
equipment and economic assistance. Counterproductive aspects such 
action on United States opinion and in strengthening position of 
those in United States advocating quid pro quo for economic and 
military assistance rendered Brazil emphasized. Advocacy such policy 
had previously carried little weight owing sincere belief highest US 
Government circles that our relations with Brazil and other Latin 
American countries would best be served by avoidance bargaining 
techniques and emphasis on merit individual problems involved. 
This clearly illustrated by large volume of loans already extended to 
Brazil by fact that recent $150 million line of credit and PL 480 
agreement signed today had been authorized without any attempt to 
utilize them as bargaining instruments for guided missiles station. 
Although Brazilian military unhappy over our military performance, 
equipment already granted without any strings far exceeded that 
allocated other countries in Latin America. 

Bernbaum added Department greatly concerned over indications 
that Fernando de Noronha agreement may be sold to Brazilian public 
as basis for great concessions from US in economic and military 
fields thereby giving rise to high hopes and danger that their 
frustration could place Brazilian Government and its relations with 
US in an embarrassing position. US considered its economic record a 
good one not justifying any attempts for ar apparently proposed 
new program. Defense ready to look into military respunsibilities 
accruing from establishment of guided missile station on Fernando 





* Source: Department of State, Central Files, 732.5-MSP/12-3156. Secret. Drafted 
by and approved by Bernbaum; cleared with Colonel Thomas B. Hanford of ISA. 
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de Noronha but had no intention of permitting this to constitute 
basis for a commitment tc grant extensive quantities of military 
equipment not related to base. Readiness of Defense to discuss 
general question of military equipment and resolution 18 had already 
been made known in our note of October 5. 

Peixoto stated that he would communicate foregoing by tele- 
phone to President Kubitschek on January 2 when latter will have 
returned to Rio. He readily conceded validity of points regarding 
economic assistance and expressed opinion that emphasis on military 
equipment was due to demands of armed services and to President 
Kubitschek’s desire to convince them of desirability of continued 
cooperation with US. He referred to growing groundswell of Com- 
munist and nationalist opposition to US both within and outside 
armed services and stated it was Kubitschek’s as well as his earnest 
desire to frustrate anti-American propaganda by demonstrating value 
and necessity for continued cooperation with US. 

Statement to Peixoto may be repeated Brazilians at Ambassa- 
dor’s discretion. Additional guidance response Embtels 619” and 652° 
being held up pending resolution guided missiles station. 


Murphy 





? Document 350. 

* In telegram 652, December 30, Ambassador Briggs reviewed the current negotia- 
tions over the facilities agreement, emphasizing again that he believed the key to 
reaching a settlement revolved around the question of increased US. aid to Brazil, 
both military and economic. He concluded by suggesting that the United States would 
shortly “have to make some important decisions relevant to our future relations with 
Brazil, including extent of Brazilian performance we must require in order that our 
collaboration, especially in economic field, can be effective.” (Department of State, 
Central Files, 732.5-MSP/12-3056) 





353. Telegram From the Ambassador in Brazil (Briggs) to the 
Department of State’ 


Rio de Janeiro, January 2, 1957—7 p.m. 


656. Re Deptel 531.’ Since I have heard nothing further from 
Foreign Office subsequent to December 29 conversation reported 
Embtel 652° and since I share Department's growing concern as 





‘Source: Department of State, Central Files, 732.5-MSP/1-257. Secret; Priority. 
2 


* See footnote 3, supra. 
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expressed December 31 to Ambassador Peixoto by Bernbaum, I am 
this afternoon sending following letter marked “personal and confi- 
dential” to Secretary General Moura:* 


“There are certain aspects of the delay in reaching agreement on 
Fernando de Noronha which are giving me such increasing concern 
that I know you will not misunderstand my writing you this 
personal note. Washington has observed from various newspaper 
ee ee eee eee 
to take advan of Fernando de Noronha for 
on economic collaboration and military equipment. counterpro- 
ductive results of such a situation on American opinion 

the position of those in the US advocating a quid pro 
quo for economic and military assistance rendered Brazil, will be 
apparent to you. Advocacy of a quid p> a policy has previously 
carried little weight in Washington use of the sincere belief 
entertained in American Government circles that our relations with 
Brazil will be served by an avoidance of bargaining techniques and 
by emphasis on the merit of the various projects successively stud- 
ied. This has clearly been illustrated by the volume of loans already 
extended to Brazil and by the fact that the recent $150,000,000 
Export-Import Bank line of credit and the wheat agreement signed 
on December 31 were authorized by the American Government 
without any attempt to utilize them as bargaining instruments, for 
example, for a guided missiles tracking station. 

“Washington is also concerned over indications in the press that 
the pro Fernando de Noronha agreement may be represented to 
the Brazilian public as the basis for widespread concessions from the 
US in economic and military fields, thereby giving rise to e at- 
ed or unwarranted hopes and a danger that their subsequent tra- 
tion Ry Fm the Brazilian Government and its relations with the 
US in a difficult or embarrassing position. 

“In that connection, there is the matter of a list, to which the 
Minister and you have referred in conversation on several occasions, 
as representing certain Brazilian estimates or proposals. You indicat- 
ed such a list might be handed me on the date when our ny 4 
of notes on Fernando de Noronha is effected. We shall of course 
pleased to receive and give immediate study to any document which 
your government may desire to present, but I assume it is not 
ay oe to give publicity to any such list or document, since to do 

t create the erroneous impression that the American Govern- 
oma d made commitments as a part of the Fernando de Noronha 
agreement beyond those set forth in the agreement itself. Such an 
impression I am sure you will agree might be highly misleading and 
undesirable. 

“In Washington our record of economic collaboration with Bra- 
zil is conside a one, not justifying attempts for a ‘new 
program’. On the military side, our defense authorities are pre 
to look into the military responsibilities accruing from the establish- 
ment of a missiles tracking station on Fernando de Noronha, but 
could hardly accept the proposition that this constitutes a basis for a 





* Auro Moura Andrade, Secretary General of the Brazilian Foreign Office. 
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commitment to — extensive quantities of military pipaes 
unrelated to the The readiness of the Defense 
discuss the broader question of general military collaboration i 
already been made known, as you are aware, through the Embassy’s 
note of October 5, 1956, pan 3. 
“I feel that it may be to you to have these observations 
in connection with our present efforts to conclude the Fernando de 
Noronha agreement at the earliest possible date.” 





Briggs 
354. National Intelligence Estimate’ 
NIE 93-57 Washington, January 8, 1957. 
PROBABLE DEVELOPMENTS IN BRAZIL? 
The Problem 


To assess the character of the present regime, and to estimate its 
probable stability and probable policies over the next two years. 


Conclusions 


1. The Kubitschek administration, which came into office a year 
ago with only a third of the popular vote and against a background 
of extreme political tension, is trying to restore harmony in Brazil by 
following a middle-of-the-road course. However, a combination of 
army, labour (led by Vice-President Goulart), ultranationalistic, and 
Communist elements is attempting to organize an extremist-oriented 
regime around War Minister Lott. The majority of the air force and 
navy, a portion of the army, and rightist civilian elements oppose 
the present administration and particularly desire to remove Lott 
from a position of power. (Paras. 8-i2) 

2. This tense atmosphere is a reflection of President Kubi- 
tschek’s inability to consolidate his political position. Despite serious 
handicaps, however, the administration is able to take positive action 





* Source: Department of State, INR-NIE Files. Secret. 

? According to a note on the cover sheet, the following intelligence organizations 
participated in the preparation of this estimate: the CIA and the intelligence organiza- 
tions of the Departments of State, the Army, the Navy, the Air Force, and the Joint 
Staff. All members of the IAC concurred with the estimate on January 8 with the 
exception of the representatives of the AEC and the FBI, who abstained on the 
grounds that the subject was outside their jurisdiction. 
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on a broad range of economic and foreign policy matters. (Paras. 
13-16) 

3. Kubitschek will probably be able to stay in office over the 
next two years. However, it is unlikely that he will be able to build 
up disciplined political support in congress or to curb effectively the 
army’s political influence. (Paras. 25-28) 

4. The Kubitschek administration has serious economic prob- 
lems. Although the government will probably continue to make 
moderate progress in the development of basic services, the rate of 
economic growth is unlikely to increase appreciably. Inflation will 
almost certainly continue, but will probably not exceed the high rate 
of previous years. (Paras. 18-21, 30-31) 

5. The Kubitschek administration is attempting to continue 
Brazil’s traditional pro-US foreign policy. It is cooperating with the 
US on major international political issues. However, on matters of 
economic and military cooperation, it generally has to defer to 
congress and the armed forces, both of which are highly sensitive to 
any development which appears to infringe upon Brazilian sover- 
eignty. This situation will probably continue. (Paras. 22-24, 32-33) 

6. Although the Communist Party is outlawed, the Communist 
movement is well-organized and well-financed. The Communists are 
able to cooperate effectively with the non-Communist ultranational- 
ists in both congress and the army in exploiting the already highly 
developed nationalistic sentiments of the population. However, they 
do sot by themselves possess sufficient strength to constitute a 
serious threat to the Kubitschek regime. (Paras. 17, 29) 


Discussion 

7. The situation in Brazil over the next few years will affect 
important US strategic, political, and economic interests. At stake are 
military base requirements, strategic raw materials, cooperation on 
international issues, and levels of trade and investment. Brazil's 
attitudes with respect to these US interests will depend upon the 
relative influence of various competing domestic groups, upon eco- 
nomic developments, and upon US policy toward Brazil. 


The Political Problem 


8. The Kubitschek administration, which came into office a year 
ago with only a third of the popular vote and against a background 
of extreme political tension, is attempting to restore political harmo- 
ny to Brazil by following a middle-of-the-road course.’ The Presi- 





*See Appendix A for political background. [Footnote in the source text. this 
appendix is not printed ] 
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dent, a member of the moderate Social Democratic Party (PSD), is 
attempting to forge a working relationship with a divided congress 
and a generally uncooperative and in part hostile military organiza- 
tion. He is also working to curb the ultranationalists and the 
Communists. 

9. However, a combination of army, labor, ultranationalist, and 
Communist elements is attempting to undermine Kubitschek’s posi- 
tion by organizing around General Henrique Texeira Lott a political 
movement of extremist orientation. Lott, soon after becoming War 
Minister, revealed himself as a constitutionalist with no pronounced 
political convictions, but his recent statements and activities suggest 
that he is increasingly disposed toward the labor-ultranationalist 
position. Vice-President Joao Goulart, the ambitious head of the 
Brazilian Labor Party (PTB) and generally considered as Vargas’ 
political heir, is establishing closer relations with Lott in an effort to 
enhance his own opportunities. Labor, which ordinarily plays a 
passive political role, would probably respond to Goulart’s leadership 
in the event of a political crisis. 

10. It is largely the weakness of the President's political position 
and the increasing boldness and outspokenness of the civilian and 
military opposition that have encouraged the faction of the army led 
by Lott to expand its political role.‘ Lott’s preventive coup of 
November 1955, which ensured the inauguration of Kubitschek, split 
the military, and resulted in a pro-Kubitschek army-civilian align- 
ment opposed by predominantly conservative armed forces-civilian 
elements. Since then, the army has provided protection against anti- 
administration groups in the armed forces, but it has also intervened 
in politics by insisting upon curbs in rightist opposition activities 
and advocating nationalistic policies with respect to development of 
Brazil’s natural resources. 

11. Lott’s political activities and the increasing influence of the 
army in Brazilian politics have intensified the bitter friction already 
existing among the armed forces. The main outlines of the various 
divergent military attitudes are: (a) the majority of the air force and 
navy and a portion of the army are hostile to the present regime in 
general and to Lott in particular; (b) a small but highly influential 
army group is backing Lott although many of this group probably 
look upon Goulart as their real political leader; and (c) a sizable 
military group, consisting mainly of army and police, strongly sup- 
ports the present administration. 

12. Indications that Lott may be inclined to sponsor a labor- 
ultranationalist government are also causing uneasiness among civil- 





* The capabilities of the armed forces are discussed in Appendix B. [Footnote in 
the source text. This appendix is not printed.] 
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ian conservatives who are concerned for the stability of established 
institutions and fearful of a leftist political trend. They are publicly 
demanding that both Lott and Kubitschek be replaced. President 
Kubitschek is endeavoring to restore political calm by curbing the 
activities of pro- and anti-Lott political organizations. 

13. This tense political atmosphere is a reflection of President 
Kubitschek’s inability, after one year in office, to consolidate his 
political position. He is seriously handicapped in his efforts to carry 
out his programs by the lack of a disciplined political organization. 
The so-called “administration bloc,”° which holds over two-thirds of 
the seats in both houses of congress, does not provide the President 
with sustained support. The various parties of the bloc tend to unite 
for the purposes of organizing congress and preventing serious 
opposition blows to the administration’s prestige, but they frequent- 
ly fail to respond to the administration’s efforts to promote its 
program in congress. Within the administration bloc, the Brazilian 
Labor Party (PTB), the Social Progressive Party (PSP), and the 
Republican Party (PR), until recently formed a separate “minority” 
grouping. This arrangement permitted leaders of the “minority” 
parties to further partisan political objectives by enunciating their 
own pro-labor, reformist, or highly nationalistic platforms, often in 
opposition to Kubitschek’s program. While the “minority” disbanded 
in November 1956, it may still operate on an ad hoc basis on specific 
issues. By aligning itself with the regular opposition, this group can 
defeat any measure the administration proposes. 

14. Kubitschek is further handicapped by the growing schism 
within his own (PSD) party. Here the struggle for power continues 
between the established moderate leadership of the party and a 





5 
Party Strength in Brazilian Legislature 
Chamber 
of 
Party Senate Deputies 
Administration Bloc 
Social Democratic Party (PSD) 23 116 
Brazilian Labor Party (PTB) 15 62 
Social Progressive Party (PSP) 4 31 
Republican Party (PR) 4 17 
Others SS _10 
47 236 
National Democratic Union (UDN) 12 73 
Liberator Party 3 10 
Others eT ian 
16 90 
63 326 


[Footnote in the source text.] 
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“young wing,” led by chamber majority leader Tarcilo Vieira de 
Melo, which believes that the PSD must build a broader, lower-class 
base if it is to remain in power. Accordingly, the young wing has 
tended to vote with the “minority” on issues that directly affect the 
lower income groups, and it further embarrasses the administration 
by generally adopting ultranationalistic positions. 

15. The opposition, dominated by the National Democratic 
Union (UDN), takes full advantage of the divisions and weaknesses 
in the administration bloc. It generally employs tactics designed to 
split the administration parties or force the government to adopt a 
polically unpopular position. However, the moderate-conservative 
UDN cooperates with Kubitschek and the PSD moderates to forestall 
labor-leftist advances. The PSD and UDN recently joined forces to 
block a PTB-PSP-sponsored effort to extend urban labor legislation 
to rural workers. 

16. Despite the situation described above, President Kubitschek 
is able to take some positive action. He has secured from congress 
new tax laws to cover, in part, sharply increased government ex- 
penditures. Furthermore, by virtue of special authority vested in the 
executive, Kubitschek is able to operate independently on a broad 
range of economic matters, including regulation of exchange rates, 
restriction of bank credits, encouragement of foreign private enter- 
prise in some fields, and negotiation of development loans. 

17. Although the Communist Party is outlawed, the Communist 
movement is well-organized and well-financed. Through its infiltra- 
tion of various agencies of the government and through its influen- 
tial press, it is able to cooperate effectively with the non-Communist 
ultranationalists in both congress and the army in exploiting the 
already highly developed nationalistic sentiments of the population. 
However, the Communists by themselves do not constitute a serious 
threat to the Kubitschek regime. In the 1955 Presidential campaign, 
they threw the entire weight of their propaganda machine behind 
the Kubit..’ -k—Goulart ticket, and subsequently they claimed credit 
for the eiection victory. However, in view of the administration's 
refusal to extend political amnesty to them, they are forced to 
operate on the fringes of the political scene. While the Communists 
follow a firm “united front” policy, they appear to assume an 
ambivalent attitude toward the present regime, opposing its pro-US 
gestures while applauding its efforts to curb the rightist opposition.° 





* See Appendix C for additional information on the Communists. [Footnote in the 
source text. This appendix is not printed.] 
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The Economic Problem’ 


18. Kubitschek’s political problem is aggravated by Brazil's 
serious economic difficulties. The administration’s basic economic 
prcblem is to maintain a satisfactory rate of economic growth and 
development. Although Brazil has experienced rapid economic 
growth since World War Il, the rate of growth has slackened over 
the past two years.” Development is being handicapped by distor- 
tions and lack of balance in the domestic economy resulting from 
divergencies in the rate of growth among the various sectors. Brazil's 
rapid industrial growth has not been accompanied by adequate 
development of transportation and power and of mining and agricul- 
tural production for export. Kubitschek is attempting to further a 
development program designed to rectify these maladjustments. His 
primary effort is being devoted to improvement of power and 
transport facilities. Recently, the Eximbank agreed to consider loans 
up to $100 million to Brazilian railroads conditioned on consolida- 
tion of the rail network. The Eximbank also provided loans of over 
$60 million for other development purposes. However, since these 
loans are far from sufficient for meeting Brazil’s growing develop- 
ment needs in the field of basic services, and since adequate domes- 
tic financing for such projects is unavailable, the administration is 
seeking additional foreign assistance. 

19. Control of inflation is the administration’s most pressing 
immediate problem. Brazil’s post World War II economic growth has 
occurred under conditions of uninterrupted inflation. The annual 
average increase in the cost of living for the years 1951-1955 was 
approximately 22 percent, but for the 12-month period ending 
September 1956, it rose to 30 percent. This rise partly reflects the 
administration’s political difficulties. Major factors contributing to 
the current inflation include: (a) a large budget deficit,’ (b) a rapid 





” See Appendix D for information on Brazil's international economic ties. [Foot- 
note in the source text. This appendix is not printed] 

"In the 1946-1955 period, the gross national product (GNP calculated on the 
basis of 1950 cruzeiro prices converted to US dollars at 18.5 to 1) increased from $11.2 
billion to $17.7 billion, the per capita product from $237 to $303. This represented an 
annual expansion rate of 6.4 percent in the GNP and 3.1 percent per capita. During 
this same decade gross investment amounted to about 16 percent of the “SNP 
annually. However, the rate of growth has slackened somewhat over the past two 
years. In 1955, the GNP growth rate slowed to 3.9 percent, the per capita growth rate 
to 2 percent, and the ratio of gross investment to GNP to 14.6 percent. Though the 
1956 figures are not yet in, they probably are not below those for 1955. [Footnote in 
the source text.] 

* At the end of the first nine months of 1956, the deficit was some 13 billion 
cruzeiros on total expenditures of 60 billion cruzeiros. This deficit was somewhat less 
than the administration anticipated at the beginning of 1956. [Footnote in the source 
text.] 
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expansion in the money supply (11 percent during the period 
January-June 1956), largely due to Central Bank financing of the 
budgetary deficit, (c) liberal pay increases for the armed forces and 
for civilian government personnel and an increase of over 50 percent 
in the legal minimum wage in August 1956, and (d) a rapid expan- 
sion of commercial and consumer credit. The administration is now 
attempting to hold the line on inflation by reducing administrative 
expenditures, tightening credit, improving collection of taxes, and 
increasing tax rates. By such measures, inflation is being moderated 
but by no means corrected. 

20. In the past, Brazil’s insistence on maintaining a high rate of 
industrialization, even at the cost of severe inflation, has contributed 
heavily to recurrent foreign exchange shortages. Export earnings 


have been generally inadequate to meet the growing demand for 
imports, despite the efforts of successive administrations to curb 


nonessential imports. In 1953 and 1954 Brazil averted foreign ex- 
change crises only by borrowing $500 million from government and 
private banking institutions in the US. In 1955, as a result of the 
imposition of tight import restrictions and the resurgence of world 
demand for coffee, Brazil was able to show a favorable balance of 
payments of $100 million, and under the Kubitschek administration, 
the exchange position is continuing to show improvement. However, 
this favorable trend is threatened by the approaching maturity of a 
large volume of outstanding foreign loans. By the end of 1960, Brazil 
is scheduled to repay $782 million out of a total of $1,074 million in 
outstanding loans and credits. The administration sought to obtain 
long-term refunding of its medium-term obligations with the Exim- 
bank. However, the Eximbank declined to consider such refunding, 
but agreed to a postponement of repayments whenever Brazil's 
dollar availabilities deteriorate materially. For the moment, Brazil's 
exchange position is relatively favorable. 

21. Increasingly heavy fuel imports also threaten the nation’s 
exchange position. Over one-third of current dollar receipts are 
allocated to petroleum imports, and requirements are growing rapid- 
ly."° Any increases in crude oil prices or transport costs resulting 
from the Suez crisis will result in ar additional drain on Brazil's 
dollar receipts. Finally, an ever-present threat to the Brazilian econo- 





© The advantages of foreign private development of domestic petroleum resources 


coal reserves and insufficiently resources. In 1953, however 
extreme nationalists and Communists of establishing a 
government petroleum monopoly (Petrobras) and excluding foreign capital, and they 


satisfy half of the national requirements, but it will 
do so. [Footnote in the source text] 


g 
i 
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my is a possible sharp fall in the price of coffee or a serious crop 
failure, for coffee exports now account for two-thirds of Brazil's 











and 1955, and prices have risen somewhat above 1955 levels." 
Brazil and the US 


22. The Kubitschek administration, keenly aware of the advan- 
tages to be derived from cooperation with the US in political, 
economic, and military matters, is attempting to continue Brazil's 
traditional pro-US foreign policy. It is most successful with respect 


these issues do not involve any question of Brazil’s sovereignty or 
appreciably affect the domestic scene. Thus far it has been able to 
resist leftist-nationalist-Communist pressures to detach Brazil from 
its close ties with the US and to resume or establish diplomatic 
relations with the USSR (which Brazil severed in 1947) and other 
members of the Sino-Soviet Bloc.” Recently it was able to overcome 
certain military and congressional reservations and push through 
authorization for Brazil to contribute troops to the UN forces in the 
Suez Canal area. 

23. The President is far less successful in the realm of economic 


Brazilian National Security Council recommendation that Brazil 
withdraw from its atomic minerals prospecting and thorium sales 
agreements with the US and set up a government monopoly on 
sales.’ Their influence is also largely responsible for the President's 


inability to alter the government petroleum monopoly so as to 
permit foreign private capital to develop the nation’s oil resources. 





" Average Coffee Prices Table: (Santos 4's) 


" Brazil maintains diplomatic relations with only two members of the Bloc— 
Poland and Czechoslovakia. [Footnote in the source text.] 

’ Brazil's raw material potential could be an asset in the atomic energy field. 
Several uranium deposits are known to exist. However, due to inability, in terms of 
equipment and personnel, to conduct effective geological survey* ..0 firm estimate of 
total uranium reserves can be made. Brazil is one of the tw= major world resources of 
monazite (thorium source) and of beryl, and Brazil's known resources of zirconium are 
substantial. [Footnote in the source text.] 














the armed forces and congress. 

26. The persistence of the split in the military organization 
makes it improbable that the armed forces will be able to take 
concerted political action, but it is possible that a coup might be 
attempted by one of the military factions. If General Lott, with 
backing of labor-nationalist elements, should attempt to seize power, 
or if the air force, the navy, and the anti-Lott faction of the army, 
with the backing of conservative civilian elements, were to attempt a 
coup, we believe the chances of success in either case would be less 
than even. Lott’s withdrawal or removal from the administration 
would tend to heal the breach in the armed forces and reduce the 
possibility of military intervention over the short run. 

27. The 1958 state and congressional election campaigns will 
subject the present government to additional political strain. Compe- 
tition for influence and power by parties within the “administration 
bloc” is likely to reduce further the political viability of the regime 
and to increase the threat of military intervention. 

28. Nevertheless, we believe that the delicate balance that exists 
among the competing elements and the great risks involved for any 





“See map following page 7. [Footnote in the source text. The map is not 
printed ] 
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element that attempts to upset this balance make it likely that the 
present situation of political tension ard instability will continue 
unresolved. Kubitschek will probably be able to stay in office over 
the next two years. However, the great political halicaps under 
which he labors are likely to continue. It is unlikely that he will be 
able to build up disciplined political support in congress or to curb 
effectively the army’s political influence. 

29. The Communists will probably continue to display an am- 
bivalent, opportunistic attitude toward the present regime. The party 
will continue to exploit social discontent and anti-US nationalist 
tendencies. It has no prospect of gaining direct control of Brazil by 
electoral mean: or by force within the foreseeable future. However, 
the persistence of political tension and instability in Brazil will 
enhance Communist opportunities to expand their influence. 

30. Inasmuch as Brazil is so highly sensitive to and dependent 
upon a number of virtually unpredictable international economic 
developments, no firm estimate of domestic economic developments 
can be made. A sharp upswing in oil prices and transport costs, 
resulting from the Suez crisis, could reverse Brazil's currently favor- 
able foreign exchange position. A sharp price decline in coffee would 
quickly result in serious economic maladjustments. In this latter 
situation the Kubitschek administration might require outside assist- 
ance in order to survive. 

31. Assuming no severe adverse economic shocks induced from 
the outside, the government will probably continue to make progress 
in the development of basic services, particularly transportation and 
power. However, the rate of economic growth is unlikely to increase 
appreciably over the next two years. Inflation will almost certainly 
persist, but will probably not exceed the high rate of previous years. 

32. The present administration will almost certainly continue to 
support the US on major political issues between the US and the 
Soviet Bloc and will cooperate with the US on most important 
political issues in Hemisphere affairs. However, the persistence of 
ultranationalistic influences in congress and the armed forces will 
continue to impede certain types of foreign investment. There may 
be some moderation of the recent nationalistic trend in the atomic 
energy field, but the government's petroleum monopoly will almost 
certainly be preserved. 

33. Brazil is likely to agree to grant the major portion of US 
base requirements, but only after exhausting every effort to obtain 
maximum material benefits. The base agreements, if concluded, will 
probably be subjected to a concerted Communist-nationalist attack, 
but we believe the Kubitschek administration, with army backing, 
would be able to weather such an attack. 
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355. Telegram From the Ambassador in Brazil (Briggs) to the 
Department of State’ 


Rio de Janeiro, January 19, 1957—3 p.m. 


726. As result of combination pressures . . . and in face mount- 
ing excitement in press and otherwise over Fernando de Noronha, 
Kubitschek has finally jettisoned his paragraph 6 (Embtels 686” and 
696°) calling for US cooperation to accelerate realization of economic 
and military programs. Foreign Minister summoned me early this 
morning . . . and said Brazil now prepared accept following English 
version: 

“Paragraph 6. Government of USA, recognizing that GOB con- 
siders that establishment of missile tracking station on Island Fer- 
nando de Noronha implies greater economic and military 
responsibilities for Brazil, and therefore necessity of increased tech- 
nical and other assistance, agrees to undertake with Brazilian Gov- 
ernment the immediate review of the extent of the requirements that 
may be involved.” (This text is that quoted Embtel 652‘ with 
modification proposed by Deptel 530,° on which basis approved by 
Department and Brazilians so informed.) 

Macedo Soares went on to say that because of critical situation 
which has developed locally over this issue he expected clear above 
text with President and advisors Monday morning and hoped ex- 
change notes that afternoon. 

With reservation that few things in Brazil seem to be in the bag 
until neck thereof padlocked and sealed, I recommend we accept 
foregoing language even though if we had additional weeks we 
could probably improve upon it. Because of political turmoil over 
this issue time now really is of essence. Furthermore we have made 
our main point and paragraph 6 commitment limited to review of 
what Brazil considers added responsibilities may be. . . . 

Full text follows.® 


Briggs 


' Source: Department of State, Central Files, 732.5-MSP/1-1957. Secret; Niact. 

* Dated January 11, not printed. (/bid., 732.5-MSP/1-1157) 

* Dated January 13, not printed. (/bid., 732.5-MSP/1-1357) 

*See footnote 3, Document 352. 

* Dated December 31, not printed. (Department of State, Central Files, 
732.5-MSP/12-3056) 

® Transmitted to the Department in telegram 727 from Rio de Janeiro, January 19. 
(Ibid., 732.5-MSP/1-1957) 
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356. Editorial Note 


On January 21, 1957, Ambassador Briggs and Brazilian Minister 
for Foreign Affairs Macedo Soares exchanged notes at Rio de Janeiro 
regarding an agreement for the establishment of a guided missiles 
facility on the island of Fernando de Noronha. The agreement 
entered into force on the same date. For text, see 8 UST 87 or 
Department of State Bulletin, February 25, 1957, pages 316-317. 
Ambassador Briggs reported the signing ceremony to the Department 
in telegram 738 from Rio de Janeiro, January 21. (Department of 
State, Central Files, 732.5-MSP/1-2157) 





357. Memorandum From the Acting Assistant Secretary of 
State for Inter-American Affairs (Rubottom) to the Under 
Secretary of State (Hoover)' 


Washington, January 23, 1957. 
SUBJECT 


Circular 175:* Army Communication Facility Agreement with Brazil. 


On July 2 you authorized negotiations with Brazil to obtain 
military rights including a guided missile tracking station, an Army 
communications facility, three LORAN stations, and operating rights 
at three Brazilian airbases. A Guided Missile Station Agreement was 
concluded on January 21 pursuant to your authorization of Decem- 
ber 22. Defense now desires to negotiate an agreement for the Army 
Communications Facility at Maceio and has requested the Depart- 
ment to negotiate the Agreement appearing in the attached telegram. 
The draft Agreement is identical with the Guided Missile Station 
Agreement except for the deletion of Article 6 and minor changes 
required to convert the agreement to one for an Army Communica- 
tions Facility. Article 6 was deleted because it involves a commit- 





*Source: Department of State, Central Files, 711.56322/1-2357. Confidential. 
Drafted by Sayre; concurred in by Brigadier General James K. Wilson, Jr. of Defense, 
Murphy, and Phleger. 

* Circular 175, December 13, 1955, concerned the proper exercise of the treaty 
and executive agreement-making power of the United States, as well as the approval 
of texts of treaties and the making of arrangements for signature. It is in a file 
retained by the Records Management and Regulations Division of the Bureau of 
Personnel, Department of State. 
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ment on the part of the United States to discuss with Brazil 
increased military responsibilities Brazil considers it has assumed by 
granting use of Brazilian territory. Since the commitment has been 
made in the Guided Missile Agreement, it should not be necessary 
to repeat it in this Agreement. 
Recommendation: 

That you sign the attached telegram authorizing Ambassador 
Briggs to negotiate for an Army Communications Facility.’ 





* Hoover approved the draft telegram and it was transmitted to the Embassy on 
January 26 as telegram 622. It included a draft agreement for the proposed Maceio 
communication facility almost identical to the Guided Missiles Agreement. (Depart- 
ment of State, Central Files, 732.5-MSP/1-557) 





358. Letter From the Deputy Under Secretary of State 
(Murphy) to the Assistant Secretary of Defense for 
International Security Affairs (Gray)' 


Washington, January 24, 1957. 


DEAR GORDON: Our Ambassador to Brazil concluded on January 
21 an Agreement with the Brazilian Government which will permit 
the Department of the Air Force to proceed with the construction 
and operation of a guided missile station on the Island of Fernando 
de Noronha. During the negotiation of this Agreement the Brazilian 
Government made clear that it is dissatisfied with the grant military 
assistance that the United States has provided and that it wants a 
substantial increase in such assistance to assist Brazil in carrying out 
commitments which it made to the United States to participate in 
the defense of the Hemisphere. This became the key issue in the 
negotiations. Although we successfully resisted making any commit- 
ment to provide additional military equipment, we did commit the 
United States to undertake immediately with the Brazilian Govern- 
ment an examination of the extent of the increased responsibilities 
which Brazil considered it assumed by concluding the Agreement. 
Our Ambassador informed the Brazilian Government on January 21 
that the United States would welcome a meeting at an early date to 
commence this examination. 





*Source: Department of State, Central Files, 732.5-MSP/1-2457. Secret. Drafted 
by Sayre; cleared with ARA, OSA, and U/MSA. 
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It is of utmost importance that we take prompt and effective 
steps to assuage the strong feelings that were revealed during the 
negotiations with respect to our military relations with Brazil. This is 
essential if the Guided Missile Agreement is to be implemented in a 
cooperative and harmonious manner and if we are to secure Brazilian 
agreement to our other military requirements for which our Ambas- 
sador is negotiating. I do not wish to imply that I agree with the 
Brazilian criticisms of our military assistance program, but we must 
conduct our relations with Brazil in the knowledge that Brazilian 
officials hold such strong views. 

I was pleased to learn that our delegation to the Joint Bra- 
zil-United States Military Commission has already been instructed to 
undertake exploratory discussions with their Brazilian counterparts 
with a view to obtaining a more precise statement from the Brazil- 
ians as to what they consider their responsibilities to be and what 
units they require to discharge them. Having closely followed this 
matter as it developed over the last several months, I believe that we 
should take the following additional steps promptly: 


1. Expedite the delivery of equipment which has been approved 
for Brazil under the military assistance program. 

2. Assign to Brazil a higher priority for military equipment so 
that when equipment is approved it will be delivered in a reasonably 
prompt manner. 

3. Review the role we desire to have Brazil perform in Hemi- 
sphere defense and revise existing military understandings to con- 
form to that role. 

4. Determine the units which Brazil requires to perform this 
defense role and reach agreement with Brazil as to how the United 
States plans to assist in providing equipment for those units. 


I believe if we take the foregoing steps immediately we can 
reach a clear and frank understanding with Brazil on defense ar- 
rangements and thereby do much to dissipate the strong feelings 
which exist. Any delay in coming to such an understanding with the 
Brazilians would, of course, make the ultimate solution of our 
problem more difficult. 

I should be happy to discuss this matter with you if you so 
desire and wish to assure you that Mr. Rubottom and his staff are 
prepared to cooperate in every way possible in our common objec- 
tive of restoring a high level of cooperation and confidence to our 
relations with Brazil. 

Sincerely yours, 

Robert Murphy’ 





* Printed from a copy which bears this typed signature. 
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359. Telegram From the Ambassador in Brazil (Briggs) to the 
Department of State’ 


Rio de Janeiro, January 26, 1957—7 p.m. 


767. By way of comment on local reception of Fernando Noron- 
ha Agreement, . . . Leaders of public opinion, including 3 former 
Foreign Ministers and numerous political leaders, all declared them- 
selves in favor of agreement during last few days before signature. 
While Commies have since continued screaming, effect their cam- 
paign seems largely to have petered out. I do not now anticipate 
much more than pillow fight over this issue when Congress recon- 
venes next week, even though virus nationalism remains force with 
which we must continue to reckon in our future dealings with 


Brazil. 
Briggs 


* Source: Department of State, Central Files, 711.56332/1-2657. Confidential. 








360. Letter From the Assistant Secretary of Defense for 
International Security Affairs (Gray) to the Deputy Under 


Secretary of State (Murphy)’ 


Washington, February 4, 1957. 


Dear Bos: I refer to your letter of 24 January 1957 concerning 
the conclusion of the agreement with the Brazilian Government for 
the United States Government to proceed with the construction and 
operation of a guided missile tracking station on the island of 
Fernando de Noronha.’ 

In recognition of the expressed dissatisfaction of the Brazilian 
Government in the Military Assistance Program and that Govern- 
ment’s desire for increased assistance and in anticipation of the 
conclusion of the agreement referenced above, I requested the Chair- 
man, Joint Chiefs of Staff on 5 January 1957 to review as a matter of 
priority the Brazilian proposal contained in “Recommendation 18” 
and subsequent requests in light of the current U.S.-Brazil military 





' Source: Department of State, Central Files, 711.56332/2-457. Secret. 
? Document 358. 
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agreements and plans. The Joint Chiefs of Staff were further re- 
quested to furnish necessary guidance to the U.S. delegation to 
JBUSDC and JBUSMC for conduct of the military discussions fol- 
lowing conclusion of the aforementioned agreement. 

I have, in recognition of Department of Defense responsibility 
for carrying out the terms of Paragraph 6 of the agreement signed on 
21 January 1957, subsequently requested the Chairman, Joint Chiefs 
of Staff to examine immediately the military “responsibilities” of 
Brazil in consideration of Paragraph 6 of the agreement and NSC 
Action No. 1484° and to provide further guidance to the US. 
Delegation of JBUSDC and JBUSMC in conducting the joint 
U.S.-Brazil examination of responsibilities, as agreed. 

With regard to your views on additional steps to be taken 
promptly, the Department of Defense, within national policy, has 
taken previous action to promote better understanding with the 
Brazilian military. 

Deliveries of the 1950-1956 program for equipment and supplies 
to Brazil are 90 percent complete with the recent transfer of the two 
submarines.‘ Much of the remaining 10 percent to be delivered is 
composed of items which are in short supply world-wide, such as 
communication and electronics equipment and H-19 helicopters. 
Delay in approval of apportionment of funds by the Bureau of the 
Budget for the 1957 Latin American program will delay deliveries of 
equipment included in that program. 

In the matter of priority, Brazil has been given first priority for 
receipt of H-19 helicopters from MAP production. As you know, 
however, the NSC has placed Latin America in last priority in the 
MAP. Therefore, within the priority established by NSC policy and 
unless otherwise advised by the Department of State that another 
country in the area is to be considered, Brazil will be afforded first 
priority within the Latin American area on delivery of approved 
program equipment. 

The current reappraisal of the military program for Latin Ameri- 
ca being accomplished by the Joint Chiefs of Staff will undoubtedly 
result in revised roles in the defense of the hemisphere for most 
countries in the area... . 





* NSC Action No. 1484, taken by the NSC at its 268th meeting on December 1, 
1955, concerned the Intercontinental Ballistic Missile (ICBM) and Intermediate Range 
Ballistic Missile (IRBM) programs. (Department of State, S/S-NSC (Miscellaneous) 
Files: Lot 66 D 95, Records of Action by the NSC, 1955) 

* An agreement for the loan of two U.S. submarines to Brazil was effected by an 
exchange of notes at Washington on January 12 and 16; for text, see 8 UST 18. 
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I assure you that the Department of Defense will do all possible 
to accomplish its responsibilities with regard to the military aspects 
of the program for Brazil. 

Sincerely yours, 

Gordon Gray 





361. Telegram From the Secretary of State to the Embassy in 
Brazil’ 


Washington, February 14, 1957—6:05 p.m. 


703. When queried about Szulc story (Embtel 840)’ Dept offi- 
cers responded as follows for background: 

Maceio and Loran stations were not new developments but 
additional item overall United States-Brazilian mutual defense com- 
plex under preliminary discussion by both govts for some time. 
Attention now directed toward them as logical next step following 
conclusion missiles negotiation. We assumed actual negotiations 
would begin some time after Brazilian Ambassador returns to Wash- 


ington. 


Dulles 





2 In telegram 840, February 13, the Embassy provided the background to a story 
which correspondent Tad Szulc had written for the February 8 edition of the New York 
Times regarding negotiations with Brazil for additional military facilities. “Szulc knew 


i 
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362. Memorandum of a Conversation, Washington, March 12, 
1957' 


SUBJECT 
US.-Brazilian relations 
PARTICIPANTS 


President Eisenhower 
Ambassador Peixoto of Brazil 
R. R. Rubottom, Jr—Acting Assistant Secretary of State 


Ambassador Peixoto stated that he had just returned from a 
visit to Brazil and that President Kubitschek had requested him to 
seek an appointment with the President to convey the Brazilian 
President’s personal greetings and pleasure at the President's contin- 
ued recovery.” He also was asked to reaffirm the very high esteem in 
which the President and the people of the U.S. are held by President 
Kubitschek and the people of Brazil. The President replied that he 
greatly appreciated this message from President Kubitschek and was 
especially pleased to have the chance to talk to the Ambassador. The 
President alluded to his two meetings with President Kubitschek and 
his deep satisfaction at having had the opportunity of knowing him 
personally. 

The Ambassador then handed a letter to the President from 
President Kubitschek.’ He read the letter and commented to the 
Ambassador that, with respect to the paragraph expressing the hope 
that the high degree of cooperation of the past between Brazil and 
the United States could be continued, he could absolutely assure 
President Kubitschek that this coincided with our own aspiration. 
The Ambassador mentioned, apparently with reference to the con- 
tent of the letter, that Brazil wanted the U.S. to cooperate in the 
defense of northeastern Brazil. 

The Ambassador recalled having called on President Roosevelt 
more than 15 years ago to state to the latter on behalf of President 
Vargas that, in the event the U.S. found itself in war or other 





' Source: Eisenhower Library, Whitman File, International File. Secret. Drafted by 
Rubottom. 

*In a memorandum to Eisenhower, dated March 6, Under Secretary of State 
Christian A. Herter recommended that the President meet with Ambassador Peixoto 
since he had “strongly supported” the U.S. position in the Fernando de Noronha 
negotiations. In addition, he pointed out that a meeting with Peixoto “would support 
negotiations now in progress for establishment in Brazil of an Army communications 
center and three Coast Guard Loran stations.” (/bid,, Herter Papers, Chronological File) 

* This letter responded to President Eisenhower's communication of December 14, 
1956, regarding the guided missiles tracking station (see Document 348) and made 
reference to the defense negotiations scheduled to begin soon in Washington. A copy 
of the letter is in Department of State, Central Files, 732.5-MSP/3~-1957. 
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difficulty, it could count on Brazil’s full support. The Ambassador 
declared that President Kubitschek had requested him to assure the 
President that Brazil continued to hold this position and that, in the 
event of any world emergency, Brazil would be at our side. The 
President expressed his gratification at this renewed pledge of Presi- 
dent Kubitschek on behalf of Brazil. 

Ambassador Peixoto mentioned Brazil's intense interest in ob- 
taining 24 C1-MAV-1’s type freighters for coastwise traffic. Mr. 
Rubottom explained that the Ambassador and he had discussed this 
Brazilian request on several occasions and that the Department was 
following the matter very closely although specific legislation was 
required to effect the sale of the vessels which were also much in 
demand by several other countries. The President acknowledged 
Brazil’s need for such freighters in view of her tremendous coastline 
and stated that he was sure that the 'J.S. would cooperate to the 
best of its ability in order to help Brazil meet its requirements.‘ 





*On March 14, Siracusa drafted a reply to Kubitschek; it was forwarded to the 
President for his approval on March 19 under cover of a memorandum from Dulles. 
Eisenhower approved the letter without change on March 21. (/bid.) It was transmitted 
to the Embassy in telegram 844 to Rio de Janeiro, March 21. The letter reads in part 


’ an 
in the development of weapons vital for the defense of Brazil and the United States, 
important step toward realization of 


d 
i 





363. Telegram From the Ambassador in Brazil (Briggs) to the 
Department of State’ 


Rio de Janeiro, May 22, 1957—7 p.m. 


1272. Deptel 1109.* In realm current Brazil-U.S. relations, prob- 
lem posed by Brazilian desire additional EXIM Bank financing at 





"Source: Department of State, Central Files, 832.10/5-2257. Confidential. 

In telegram 1109, May 17, the Department informed the Embassy that Brazilian 
officials in the United States had recently complained that US. policy regarding 
financial support for Brazilian development had changed. In a conversation with 
Minister-Counselor Valle, Rubottom had stated “categorically” that U.S. policy had 

(Continued) 
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time when performance regarding inflation, etc. unimpressive may 
be one of our most difficult questions, bearing directly on broad 
political as well as economic matters. It has been Embassy’s belief 
shared insofar we aware by Department, EXIM Bank, and Treasury, 
that no easy solution this problem likely, . . . Reluctance stems 
from political factors which we also recognize no government can 
ignore. 

At same time EXIM Bank loans to Brazil should not be depend- 
ent on satisfaction of impossible prerequisites nor upon ultimate 
lowering Bank’s standards to permit extension of loans when 
prerequisites unfulfilled. Either we should be serious about 
prerequisites or refrain from establishing them. 

With foregoing factors in mind, Embassy concurs position taken 
Department and EXIM Bank that it would be unwise finance any 
new large-scale electric power projects until there has been substan- 
tial performance in reducing rate of inflation. . . . Specifically, Em- 
bassy suggests EXIM Bank now indicate willingness further to 
consider loans for major new electric power projects when satisfacto- 
ry legislation has been enacted and when rate of inflation has been 
reduced to approximately 10 percent per annum (inflation during 
first 4 months current year approximately 7¥2 percent). 

Suggest our views be presented to Brazilians informally rather 
than in writing, without prescribing specific anti-inflationary meas- 
ures, and that publicity should of course be avoided. Subject highly 
critical and politically explosive in Brazil and should Bank express 
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364. Telegram From the Ambassador in Brazil (Briggs) to the 
Department of State’ 





Rio de Janeiro, July 18, 1957—8 p.m. 


77. Embassy believes we have reached important perhaps critical 
point in our relations with Brazilian military, and that outcome may 
bear also on our political and general relations in immediate future. 
It is suggested this message be considered in latter context. 

Called yesterday afternoon on Secretary General Moura of For- 
eign Office primarily to confirm as per Department telegram 45’ 
unavailability C-54’s desired by Brazilian Air Force. He told me 
Foreign Minister wanted see me, and Moura and I had 20 minutes 
alone before spending 3 quarters hour with Macedo Soares, last part 
of which with Minister Aviation Fleuss present at Foreign Minister's 
request. What Moura and Foreign Minister said adds up approxi- 
mately to the following: 

1. Brazilian military, on which stability present government 
depends, went along last January with Fernando de Noronha Agree- 
ment, with varying degrees uneagerness, because A) Brazilian mili- 
tary recognizes US and Brazil must in final showdown be allies and 
B) Article 6 Fernando de Noronha Agreement notwithstanding fuzzi- 
ness gives military the hold on claim to additional hardware. 

2. Having exchanged Fernando de Noronha Agreement for Arti- 
cle 6, Brazilian military now unwilling accede further US military 
requests (Maceio and Loran) unless US provides military support for 
Brazil over and above present MDAP program. 

3. Question is therefore: What if anything are we willing to pay, 
in military matériel, for additional facilities we have requested? It is 
as simple, and complicated, as that. 

Conversation with Moura in substance as follows: 


“Let us not deceive ourselves about role of military in Latin 


America; run the show in practicall country, including 
Brazil. essaestly in Brazil snilitary has ‘tradition ~ supporting 


' Source: Department of State, Central Piles, 732.5622/7-1857. Secret. Transmitted 
in two sections. 

*In telegram 45, July 12, the Department explained that the Brazilian Foreign 
Minister had recently been informed that the six C-54’s Brazil had requested from the 
United States were not available. (/bid, 732.5622/7-1057) 
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civilian government and as watch dog of ae 
viding civilian eS ce cae 








ae @ tank Gnade 400 ce 0 ek 
hardware ante, . . . attitude of Brazilian military towarc collabora- 
tion with US be affected... . 

Moura and I then adjourned to Foreign Minister's office where 
Macedo Soares promoted same thesis, but less directly. He first 
called in assistant who read Articles 66 and 87 of constitution to 
effect that foreign soldiers (we desire station several hundred at 
proposed communications center) cannot be on Brazilian soil in 
absence authorization Congress, which might eventually be forth- 
coming but only after long delay and ferocious nationalistic attack. 
Therefore any Maceio-Loran agreement negotiated within frame- 
work present Washington negotiations would have to go Congress.’ 

However, both Minister and President believe best interest 
Brazil favor our having facilities requested and they are accordingly 
taking new look at Ambassador Peixoto’s “let's do it” in Washington 
idea. Macedo Soares then returned to package deal discussed last 
January and proposition that whereas current discussions reference 
facilities are based on Washington request to Brazil, our military 
collaboration in this particular ought to stem from thesis (which 
Macedo Soares recalled last August in connection with Fernando de 
Noronha) that Brazil has requested certain military collaboration 
from US along specified lines. Foreign Minister said way to arrange 
Maceio and Loran facilities is to return it [f?] Itamaraty idea of 
Brazil request for US collaboration, in effect packaged deal which on 
one side would include “what we want, and on Brazilian side 
enough to satisfy military”. In this connection he also mentioned 
highway from Rio to “northeast defense area’. Thus (he argued 
inconsistently) overall project would be presented to Brazilian public 
as mutual defense effort initiated by Brazil and in those circum- 
stances arrangements would not have to be submitted to Brazilian 
Congress. 

As relevant to all of which Macedo Soares said he wished 
specifically our urgent support toward Minister of Aviation Fleuss 
by making available to Brazilian Air Force limited number 4-motor 
planes. This would also keep Air Force “on our side”. (He phoned 
Fleuss at that juncture and Minister joined us 5 minutes later, with 
request for assistance described following telegram.*) 





* Documentation concerning these negotiations in Washington between Brazilian 
and US. representatives in regard to proposed military facilities agreements is ibid, 
Central Files 732.5-MSP and 711.56332. 

* Not further identified. 
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My suggestion is that we inspect this clouded crystal ball in 
general context indicated by Itamaraty. I do not regard Macedo 
Soares’ remarks as a definite request that negotiations be returned 
Itamaraty nor am I convinced that if package deal were satisfactory 
in other particulars there might not result nationalistic demand that 
agreement be submitted to Brazilian Congress. (I reminded both 
Moura and Minister that Pentagon r _ ‘ing scheduled July 17 specif- 
ically to consider Article 6 Fernand: de Noronha Agreement.) 

What emerges from these conversations is 1) fact that we can 
have communications and Loran facilities, but only for price of 
additional equipment, 2) it seems clear that if we decline meet price 
(or give up idea of new facilities) we may still be faced with 
considerable Brazilian military resentment. . . . 

I recommend that conversations with Brazilian military in 
Washington be conducted with above firmly in mind. 

Briggs 








365. Memorandum of a Conversation, Department of State, 
Washington, August 22, 1957’ 


SUBJECT 


Secretary Anderson's Conversation with Secretary Dulles Regarding His 
Visit to Brazil and Argentina and Regarding the Buenos Aires Economic 
Conference 


PARTICIPANTS 


The Secretary of State 

The Honorable Robert B. Anderson, Secretary of the Treasury 
Mr. William P. Snow, Acting Assistant Secretary of State for Inter- 
American Affairs 


Secretary Anderson came to the Department at 4:00 p.m. today 
to discuss with Secretary Dulles the former's recent visit to Brazil 
and Argentina and the progress of the Economic Conference at 
Buenos Aires.” 





* Source: Department of State, Central Files, 033.1100-AN/8-2257. Confidential. 
Drafted by Snow. 

*The Economic Conference of the Organization of American States met at 
Buenos Aires, oy By mp Anderson was the chairman of the US. 
Delegation to the conference. For documentation on this subject, see vol. vi, Docu- 
ments 135 ff. 
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He had stopped in Rio de Janeiro for two days on his way to 
Buenos Aires. The Brazilian Finance Minister, Sr. Alkmin, and the 
head of the Economic Section of the Foreign Office, Sr. Barbosa 
daSilva, were among the officials with whom he conversed. They 
were disposed to discuss frankly with him the economic situation of 
their country, and even to exchange informal views on the basic 
problems encountered by persons in their positions in helping to run 
a country from the econdOmic and financial standpoint. Although 
Brazil’s dollar exchange balance was down to $11 million, a very low 
figure, they did not seem unduly concerned. 

With regard to coffee production, they asserted that, despite 
some new plantings of coffee trees, Brazil was not seeking to 
increase the quantity of production so much as to improve the 
quality. Secretary Anderson learned that about 40% of the country’s 
foreign currency expenditure went for fuel imports, while coffee 
comprised from 60 to 70% of exports, making the country heavily 
dependent on coffee as an export commodity, and much in need of * 
better solution of its fuel problem. The exchange imbalance wa. 
aggravated by the natural desire of Brazilians to import in volume 
such products as automobiles; hence the need for high duties as a 
control measure. 

Secretary Anderson was .. . favorably impressed with Presi- 
dent Kubitschek .... The President gave a dinner for him, to 
which he invited the leader of the political Opposition. Secretary 
Anderson considered this a mark in the President’s favor... . . 

President Kubitschek acknowledged privately that . . . . Anoth- 
er presidential problem was the legislative practice whereby the 
Congress not only had the right of “item veto” but also that of 
deletion. An administration bill, for example, containing a negative 
sentence could have the negative word deleted, thereby completely 
changing the meaning of the sentence. The President had just been 
through the process of achieving a revision of the tariff, which made 
him acutely aware of the congressional problem. 

Secretary Anderson also saw Sr. Amaral da Peixoto, the Brazil- 
ian Ambassador to Washington. Ambassador Peixoto is the head of 
the party of which President Kubitschek is a member. At a dinner 
given by the Foreign Minister, Secretary Anderson sat beside Am- 
bassador Peixoto, who brought up the Brazilian petroleum situation. 
Secretary Anderson told him that petroleum was a subject he would 
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not have raised himself but he was willing to discuss it and was 
interested to hear the Ambassador’s views. . . . 


[Here follows discussion of other matters related to the Buenos 
Aires Economic Conference.] 





366. Memorandum of a Conversation, Department of State, 
Washington, August 28, 1957’ 


SUBJECT 
Call Upon the Secretary by Ambassador Briggs 
PARTICIPANTS 


The Secretary 

The Honorable Ellis O. Briggs, American Ambassador to Brazil 
Mr. William P. Snow, Acting Assistant Secretary of State for Inter- 
American Affairs 


Ambassador Briggs called to see the Secretary this afternoon at 
2:30 to pay his respects and to discuss our relations with Brazil.* The 
Ambassador informed the Secretary that our relations with Brazil 
were, generally speaking, on a firm and friendly basis. This could be 
said especially of our political and economic relations. On the 
military side, matters were not proceeding quite as comfortably, 
mainly because Brazil as an emerging world power was inclined to 
feel that our military assistance was not on a scale commensurate 
with Brazil’s importance as a trusted ally and with its relative 
importance as compared with the other Latin American countries. 

The Ambassador mentioned that Brazil had a population of 60 
million people now and expected to have 100 million by 1980. These 
figures, together with Brazil’s known and potential resources, would 
help to explain Brazil’s coming role in the world. The Secretary 
commented that mere size of population did not connote world 
power, even when coupled with abundant natural resources. It 





‘Source: Department of State, Central Files, 611.32/8-2857. Official Use Only. 
Drafted by Snow. 

2In a memorandum dated August 27, Snow briefed Dulles on the scheduled 
meeting with Briggs, noting that he was “calling to pay his respects and to report on 
the state of our relations with Brazil. He will raise no special problems requiring your 
personal attention.” (/bid., 611.32/8-2757) 
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depends upon what you do with them. India and China had vast 
populations, and China, at least, had been quite well endowed with 
resources, but hitherto these nations have not exerted the necessary 
energy and skill or followed the right policies to develop a status 
equal to their size. Recently, it was true, Red China had begun to 
move toward industrial and military strength but the reason obvi- 
ously was that Russia had been giving substantial support in money, 
materials and technical assistance. 

Brazil seemed to have continuous problems of a financial nature, 
the Secretary recalled. When he first assumed office, there had just 
been prepared a joint economic survey indicating a need for several 
hundred million dollars of U.S. public capital for development pur- 
poses, and there had been rather difficult discussions about that. He 
asked how much Export-Import Bank credit was outstanding now 
with Brazil. Ambassador Briggs and Mr. Snow replied that the Bank 
had made loans of approximately 1.2 billion dollars to Brazil since 
1934; the balance outstanding at present was $416 million. The 
Secretary referred to Brazil’s aversion to foreign private capital 
investment as illustrated by the petroleum situation. With petroleum 
imports taking as much as one-third of the country’s available 
foreign exchange, Petrobras, the government monopoly, stood as a 
barrier to the entry of foreign private companies, who could proba- 
bly do the most toward increasing production if allowed the oppor- 
tunity. The United States had been developed by British and French 
capital in the main. Canada was now going forwara at a surprising 
rate on the basis of abundant U.S. private capital. It was unfortunate 
that nationalistic sentiments in Brazil stood in the way of a similar 
process. 

Ambassador Briggs pointed out that Senator Morse’ might be 
visiting Brazil and other Latin American countries this fall in fur- 
therance of his strong interest in our petroleum policy. He thought 
we might wish to be prepared for the Senator's further critical 
probings into our policy. 

Speaking again of the Brazilian military, the Ambassador said 
that, by and large, the Armed Services were content to support 
constitutionality rather than to take political power themselves, 
although there had been occasional exceptions to this rule. President 
Kubitschek, however, was to a considerable degree dependent upon 
the good will of the Services for his continuance in office and 
sought to keep them satisfied as well as united in the political sense. 

The Secretary asked how it could be, as reported to him by 
Secretary Robert Anderson, that a favorable coffee crop might actu- 
ally have an unfavorable result for Brazil financially. The Ambassa- 





> Wayne Morse (D.-Ore.). 
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dor replied that last year’s crop had been a large one; if as expected, 
the present crop were also to reach bumper proportions, the market 
price of the commodity might drop considerably, with adverse 
results to the foreign exchange position of the country. The dollar 
exchange level was already surprisingly low. 

The Ambassador also spoke briefly about current negotiations 
involving military equipment, the guided missile tracking station, 
and other pending issues. 





367. Telegram From the Chargé in Brazil (Wallner) to the 
Department of State’ 


Rio de Janeiro, October 4, 1957—3 p.m. 


462. Embassy has prepared analysis of present situation in Brazil 
covering economic, political, psychological fields which is going 
forward as despatch 379’ by tonight’s pouch. Conclusions, which 
were reached only after careful consideration of all available data, 
have Embassy-wide concurrence. 

These conclusions are: 

1. Serious economic difficulties face Brazil during the next 2 or 
3 years: 

a) The balance of payments outlook is critical, with a probable 


deficit for 1957 of as much as $250 million and a worsening 
situation thereafter. 


i) No significant improvements are foreseen in exports. 

ii) As most luxury items have already been eliminated from 
imports, little further compression is possible except at the 
expense of economic development. 


b) Internally inflation continues, though at a slower rate in the 
first half of 1957 than in 1956. 

c) Combined effects of payments trouble and inflation exacer- 
bate an imbalance in the economic growth of Brazil. 


2. Foreign financing will be needed, such as: 
a) Public and private standby credit lines. 





*Source: Department of State, Central Files, 832.10/10-457. Confidential. 
* This 11-page despatch of October 4 is entitled “Brazil’s Approaching Problems.” 
(/bid., 832.00/10-457) 
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b) Relief when requested on Eximbank and other existing obli- 
gations. 
9 Further IMF assistance. 
) New public credits (Eximbank and IBRD) to continue basic 
economic development. 
e) Continued flow of private US and Euro investment, 
encouraged by US Government confidence in Brazil. 


3. The political structure and psychological climate . . . could 
set in motion a sequence of political developments basically contrary 
to the interests of the US. 

4. It would seem in the broad, long-term interests of the US to 
assist Brazil through its coming international payments difficulties 
and foster more balanced economic growth, based on a mutually 
agreed program aimed at correcting the conditions which have led to 
the present situation. At the same time it is important to continue 
and intensify our efforts to promote effective cooperation with 
Brazil in the political and military fields. 

Wallner 





368. | Memorandum From the Ambassador to Brazil (Briggs) to 
the Assistant Secretary of State for Inter-American Affairs 
(Rubottom)' 


Washington, October 16, 1957. 
SUBJECT 
Call on President Eisenhower re Brazilian Matters 


I called on the President this morning pursuant to a request 
made through the Department of State. My presentation of the 
Brazilian situation during a conversation which lasted one-quarter of 
an hour followed the lines of the summary contained in Embassy 
telegram 462 of October 4,’ particularly with respect to the serious 
economic difficulties which will probably face Brazil in the near 
future, and the possibility that these difficulties may produce politi- 
cal disturbances and developments in Brazil basically contrary to the 
interests of the United States. 

The President inquired whether Brazil is meeting her present 
financial commitments to the United States and I replied in the 





* Source: Department of State, Central Files, 832.10/10-557. Secret. 
2 
Supra. 
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affirmative, adding that pursuant to the existing Export-Import Bank 
arrangements relief as to amortization may shortly be requested. 

There was a brief discussion of coffee prospects during which I 
indicated that not only Brazil but other countries also have greatly 
increased their acreage, and that forecasters in Agriculture appear 
unanimous that over-production will occur within a year or two 
accompanied by a corresponding fall in prices. Since Brazil depends 
on coffee for 70% of her dollar earnings any substantial drop in 
coffee prices is bound to be serious. I also mentioned that Brazil is 
now spending approximately one-half of her coffee earnings on 
petroleum imports and on subsidizing Petrobras, and the other half 
on servicing her dollar debt. 

The President asked how President Kubitschek’s economic pro- 
gram is going to which I replied that although progress is being 
made, the program is of vast dimensions and its execution is not 
being accompanied by successful efforts to combat inflation, which 
amounted to almost 30% in 1956 and is now running about 12% to 
15% for 1957. In the subsequent discussion, I derived the following 
impressions: 

1) That the President shares my belief that, notwithstanding the 
fact that many of Brazil's difficulties are of her own making, it is 
clearly to our national interest to continue to collaborate with Brazil, 
to view with sympathy Brazil’s various problems, to seek by sound 
counsel to assist in the solution of those problems, and in general to 
see to it that the country maintains as even a keel as possible. 

2) That the President is of the opinion that a renewed commu- 
nist drive in Latin America, perhaps utilizing as a s board Soviet 


technical — as demonstrated by the satellite, is a distinct 
oo A threat. (I mentioned this subject, and the President 
con , 


In conclusion, the President asked that on my return I convey to 
President Kubitschek a message of personal greeting and good 
wishes, recalling their previous meetings and correspondence con- 
cerning Fernando de Noronha. 

Attached is a copy of a telegram to Embassy Rio de Janeiro 
concerning the questions asked by correspondents following my 
meeting with the President.’ 





* The attached telegram, not printed, is in Department of State, Central Files, 
123-Briggs, Ellis O. 

In telegram 593 from Rio de Janeiro, November 5, Briggs reported that he had 
called on Kubitschek that morning and conveyed to him Eisenhower's personal 
greeting “as per my White House conversation October 16.” Briggs summarized the 


meeting in part as follows: 
(Continued) 











766 Foreign Relations, 1955-1957, Volume VII 








369. | Telegram From the Ambassador in Brazil (Briggs) to the 
Department of State’ 


Rio de Janeiro, November 7, 1957—7 p.m. 


608. Notwithstanding brave words and comforting assurances 
Brazil leaders, I believe citizens this country profoundly affected by 
Russian scientific achievement’ and that Brazil confidence in Ameri- 
can technological supremacy has been temporarily impaired. Obvi- 
ously first concern is re-establishment confidence in our abilities, but 
within that urgent preoccupation following observations are submit- 
ted as germane to local scene: 

1. Although President Kubitschek’s declarations reported Embas- 
sy telegram 593° envisage no change Brazil’s policy, nevertheless in 
light orbital astonishment some reassessment by Brazilians of this 
country’s position in free world versus Communist world struggle 
seems inevitable. Combined strength proponents thereof should not 
be underestimated. Furthermore Brazil public opinion confused 
stream, fifty percent illiterate. It is tempting water for Communist 
fishing. 

2. Brazil must be primary Latin American Communist target 
new campaign, triggered by belief spectacular scientific achievement 
presents opportune moment, has already begun. Its immediate objec- 
tives are probably trade-plus-diplomatic relations, and legalizing 
Communist party. But other attractive fields may include develop- 
ment Brazil’s enormous resources: offer to loan Petrobras X million 
dollars at nominal interest, with petroleum technicians attached, may 
be imminent possibility. Iron resources may appear almost equally 
tempting. 

3. Kubitschek administration while well-meaning .. . lacks 
broad basis popular support. Financial difficulties impend and can 
multiply GOB’s troubles. We can continue to shore up government, 





(Continued) 

“The President stated that the policy of the US with respect to Brazil had been a 
wise one; that despite growing manifestations of extreme nationalism the US had not 
altered its policy of economic assistance, and that his economic development program 
which proceeding according to schedule would have been completely impossible 
without such aid. I felt there was some implication in that he anticipates further 
economic assistance in order maintain rhythm his program. 

“Summing up present situation, Kubitschek reiterated fundamental policy con- 
tinuing close collaboration with US, plus assurances mentioned reference telegram that 
his government would neither reestablish relations with USSR nor legalize local CP.” 
(/bid.) 
* Source: Department of State, Central Files, 611.32/11~757. Secret. 

* Reference is to the successful launching by the Soviet Union on Oct. 4 of the 
first man-made earth satellite into outer space, Sputnik I. 

*See footnote 3, supra. 
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at not insignificant cost: we should probably continue to do so. . . . 
Government’s success in countering demands for “reassessment” 
inevitably handicapped even though friendship and good intentions 
of administration are believed genuine and based on leaders’ convic- 
tion of self interest. 

4. Our assumption that Latin America is a safe rear area might 
well be re-examined. Brazil possesses gigantic potential but its safety 
in baleful Sputnik afterglow is debatable matter. Brazil also enjoys 
leadership value in hemisphere by reason of size, population and 
relative freedom from parochial rivalries. I again suggest that within 
framework of inter-American relations, Brazil should occupy special 
position. 

5. Brazil leaders are eager to be taken into our confidence, and 
to share our plans. Personal message given Kubitschek November 5 
from President Eisenhower had excellent effect. Whatever we do to 
give Brazilians sense of greater participation pays dividends. Last 
year Brazil wanted send observer to NATO. We rejected proposal, 
fearing it might lead to 20 neighborhood kibitzers cluttering up 
premises. New however, consonant with Secretary’s “we do not 
stand alone” estimate, might it not be desirable invite OAS (rather 
than separate members) to send observer to NATO? 

Following that meeting, visit to Rio and perhaps other principal 
hemisphere capitals by Secretary would seem desirable, especially 
since Latin Americans remember last visit terminated because of 
Suez crisis. 

After same meeting Spaak‘ or some other non-American spokes- 
man of prominence might profitably tour good neighborhood, seek- 
ing to interpret free Europe to Latin America (and incidentally 
soothe new world apprehensions over Common Market). 

Canada’s position vis-a-vis OAS might likewise be re-examined 
with view to making greater use of Canada as hemisphere partner. 

7. Foregoing and other moves and suggestions will doubtless 
occur to Department. Purpose this message is to warn that recent 
assurances, sincere though I regard them to be, give scant ground for 
complacency in post-satellite Brazilian situation. 

Briggs 





* Paul-Henri Spaak, Secretary General of NATO. 
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370. Memorandum of a Conversation, Department of Defense, 
Washington, November 13, 1957' 


SUBJECT 
Negotiations for the Communications Facility at Maceié & Loran Stations 
PARTICIPANTS 


Colonel Thomas B. Hanford, Department of Defense 
Mr. James Wilson, Department of Defense 
OSA—Mr. Siracusa 

OSA/B—Mr. Briggs 


Mr. Siracusa said that he and Mr. Briggs had come to the 
Defense Department to confer with Colonel Hanford and Mr. Wil- 
son regarding the current thinking in the Department of Defense 
concerning the negotiations for the communications facility at Ma- 
ceié and the three Loran stations. He pointed out that the Brazilians, 
in their consideration of the amounts and types of military material 
which they might expect to obtain through the current negotiations 
growing out of the Guided Missiles Agreement, would very probably 
be influenced by United States intentions with respect to Maceié 
and the Loran stations. He recalled the Army’s recent decision to 
locate the communications facility in Puerto Rico rather than in 
Brazil and the recent telegram from Embassy Rio recommending that 
the Brazilians be informed of this decision as soon as possible.’ He 
said that he wished to support the Embassy’s recommendation by 
pointing out that if the Brazilians could be informed that the United 
States no longer requires rights at Maceiéd, the result would be to 
strengthen our bargaining position in the present negotiations. He 
added that the Department of State understands that there is a 
requirement of Congressional action before the Maceié project can 
be abandoned and the funds allocated thereto be used in another 
location, and he questioned whether this Congressional action is of 
such a nature as to require long delay in informing the Brazilians of 
the prospective change in program. 

Colonel Hanford said that the action called for is relatively 
routine, inasmuch as it does not require appropriation of additional 
funds, but rather authorization to use in Puerto Rico funds already 
appropriated for a similar purpose in Brazil. He expressed the 
opinion that Congress therefore would probably approve the change 
as a procedural rather than a substantive matter. Mr. Wilson volun- 
teered to ask that the Department of Army sound out the appropri- 





* Source: Department of State, Central Files, 711.56332/11-1357. Secret. Drafted 
by William T. Briggs of the Office of South American Affairs. 
* Reference is to telegram 587, November 4. (/bid., 711.56332/11-457) 
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ate committee of the Congress on the possibility of going ahead and 
informing the Brazilians of the proposed change prior to formal 
Congressional action. He said that it should be possible on this basis 
to give the Department a definite answer within a day or so. 

Mr. Siracusa then asked whether a decision had been reached on 
the possibility of offering the Loran stations to the Brazilians as a 
form of military grant aid. He said that if this could be done there 
would be less likelihood of the United States having to resist 
additional pressures by the Brazilian negotiators for more equipment 
as quid pro quo for the Loran station rights and pointed out that 
such an offer of the Loran stations might even be used to reduce the 
total amount which the Brazilians might expect to receive in the 
current negotiations. United States objectives would be equally well 
served by this arrangement, inasmuch as United States technicians 
would train the Brazilians to operate the Loran stations and we 
would receive the benefits derived from their existence, he contin- 
ued. 

Mr. Wilson replied that it now appears that this whole matter 
may be academic, inasmuch as the Loran requirements are being 
reviewed at the staff level and it seems probable that it will be 
decided not to go ahead with the three stations in Brazil. He added, 
however, that should the requirement be maintained, it is highly 
doubtful that the Loran stations could be treated as a part of the 
military grant aid package. This is because of a procedural require- 
ment that, in cases where the United States needs these facilities, it 
must—originally at least—have administrative control of them at the 
outset, even though subsequently the facilities may eventually be 
turned over to the host country. 

Mr. Siracusa said that the Department would not be displeased 
if Defense should decide that the Loran station rights are no longer 
needed, inasmuch as this would make our negotiating tasks easier. 

Mr. Siracusa then referred to indications which he had received 
that the Air Force may now consider that the Fernando de Noronha 
Missile Tracking Station is now less important than formerly, due to 
progress in missile development and the acquisition of other sites. 
Both Defense representatives categorically denied such reports, and 
stated emphatically that the importance of the Fernando de Noronha 
station has not declined and that it still has the same high priority in 
Defense planning that it had a year ago. 
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371. Telegram From the Ambassador in Brazil (Briggs) to the 
Department of State’ 








Rio de Janeiro, December 27, 1957—6 p.m. 


802. Embassy notes with concern suggestion in ARA memo to 
Under Secretary Murphy dated December 6, 1957* that United States 
postpone notifying Brazil our decision abandon Maceio and Loran 
projects because of recent Brazil manifestations of interest in NATO. 
We doubt that remarks of Foreign Minister Macedo Soares were 
motivated by consideration of influencing current United 
States—Brazil military talks in Washington; rather we believe his 
action reflects continuing Brazil interest project itself on world stage, 
as well as genuine concern solidarity free world in face Soviet efforts 
extract political, economic and military benefits from Sputnik 
achievements. Foreign Minister's observations were in any event 
notably qualified by official communiqué of December 5 (Embassy 
telegram 709).° 

Embassy strongly of opinion continued delay notifying Brazil 
regarding Maceio and Loran projects and related delay in reaching 
decision on additional military assistance in Washington military 
talks bound to rebound increasingly to our disadvantage. Considera- 
tions set forth in Siracusa memo October 5 to Rubottom in connec- 
tion over-all discussion problem with General Trapnell in our view 
remain complete valid. If we dilly-dally much longer on military aid 
question Brazil reaction can be distinctly embarrassing. 

In this connection be it noted that first anniversary Fernando Ue 
Noronha agreement comes January 21. Brazil cooperation in all 
phases implementation agreement here and on the spot in Recife and 
Noronha has been markedly close and effective. If military aid talks 
continue stagnant and unproductive we can expect some unpleasant 
commentaries and increasingly negative attitude from Brazilians. 
This would be particularly unfortunate right now when USSR and 





* Source: Department of State, Central Files, 711.56332/12-2757. Confidential. 

* Not found in Department of State files. 

* Telegram 709, December 6, transmitted to the Department the text of a 
Brazilian Foreign Office communiqué regarding the possibility of Brazil joining the 
North Atlantic Treaty Organization. The statement indicated that Brazil was not 
seeking admission to NATO and that it could not consider possible membership 
without first carefully studying the effect of such a position on the inter-American 
system of hemisphere defense. (Department of State, Central Files, 740.5/12-657) 


























4, 1957° 


Grasping a crystal ball, Embassy Rio predicts for 1958. In a land 
where the improbable often occurs, forecasting is precarious: that 
“God is a Brazilian” seems to be believed by a substantial part of 
the people. They may be right, at that. 

1. In 1958 the Brazilian economic situation will further deterio- 
rate. . . . include /nflation, Unbalanced Economic Development,‘ and Depleted 





* Source: Department of State, Central Files, 611.32/12-3157. Confidential. 
* This despatch is entitled “U.S.-Brazil relations at turn of year: Unimpressive 
Record of Kubitschek Administration.” (/bid., 611.32/12-2056) 


‘President Kubitechek’s development program correctly emphasizes power, trans- 
portation and food supply. It is unevenly implemented, with industrial development 
out of balance with other items. [Footnote in the source text.] 
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Dollar Reserves. But . . . the most menacing . . . is Overproduction of 
Coffee. 

2. Uncle Sam will again be invited to tidy up . 

3. The political situation will be turbulent. With gubernatorial 
and congressional elections scheduled for 1958, the new year will 
also see a sampling of presidential aspirations. The Kubitschek 
administration will find it even more difficult to govern effectively, 
to come to grips with national issues. The temptation to sweep them 
under the rug will be harder to resist. 

4. .. . virus nationalism will grow stronger in 1958. Promoted 
simultaneously by demagogic champions of the underprivileged and 
by the Communists, it may be the number one problem of the 
United States in relations with Brazil in the new year. Petrobras will 
be a gainer. The outlook for such legislation of interest to the United 
States as private power and atomic energy will be clouded. If an 
investment guarantee agreement is negotiated, its fate in the Brazil- 
ian Congress will be uncertain. 

5. Unless there develops an economic crisis of such magnitude 
that it generates irresistible political pressures, the Brazilian armed 
forces will continue to support the Kubitschek administration, which 
will therefore survive its third year, with two more to go. . . . 

6. An exception may be the new capital, Brasilia—Kubitschek’s 
bid for posterity. In 1958 Brasilia will go forward. 

7. Nineteen fifty-eight will see increased Brazilian contacts with 
the Soviet Bloc, intensified commercial activities, and perhaps re- 
sumption of relations with Russia. This will not mean “Brazil has 
gone Communist” but it may multiply our headaches. 

8. There may be some reorientation of Brazilian diplomacy 
toward a neutralist position. The recent hocus-pocus about “Latini- 
ty” is discounted. Fine for after-banquet oratory and UN doings 
with Arabs, but lacking other substance. 

9. The struggle of the Brazilian have-nots for a fairer share of 
the national income will continue, more hotly, ir 1958. Electoral 
activities will accelerate it. This is the most fundamental issue facing 
the country. The ultimate outcome, evolution or revolution, remains 
in doubt. The military, balance wheel of Brazil and traditionally 
conservative, should prevent an eruption in 1958. 


I. Discussion 


For Brazil, 1957 was not outstandingly successful. Politically the 
country was relatively tranquil and industrial production increased, 
but the economy as a whole deteriorated. Progress was lopsided and 
uneven: icing but little cake, . . . Narrow nationalism continued to 
incresse. By year-end Brazil was being ardently courted by Russia, 


























bulldozers and tractors and airplanes. New resources are 
tapped and old resources—like the pines of Parana—are 
molished in the process. 
The distribution of income in Brazil is grossly inequitable. 
north, have 


unimaginative; it is insufficient; it has failed to solve our problems.”’) 
Political leadership in Brazil in 1957 was wobbly, . . . 
Specifically, the Brazilian Government in 1957: 
1. Failed to control inflation. .. . 
2. Adopted a coffee policy most observers consider lunatic, if 
not suicidal. A coffee crisis approaches. . . . 
3. In four areas of special interest to the United States, Brazil 
failed in 1957— 


lye asp cag 
c to adopt facilitating the expaision of private elec- 


power , 
d) to adopt atomic power legislation. 

On the plus side of the ledger, the Brazilian Government: 

1. Enacted a needed new tariff, the effects of which remain to 
be assayed. In connection therewith, it somewhat simplified its 
exchange system. 


tric 
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2. Enacted national railroad legislation which may permit (we 
hope) an efficient reorganization of the state-owned Brazilian carri- 
ers. In exchange, Brazil received a $100 million railroad credit from 
the American Government. 

3. Studied, and still studies, plans for exploiting Brazil’s tremen- 
dous iron resources. Iron, plus manganese and bauxite, are Brazil’s 
hidden aces as earners of dollars. . . . 

4. Implemented defense arrangements with the United States 
involving the temporary use by the American military of Fernando 
de Noronha. On the other hand, Brazilian negotiations for increased 
military assistance from the United States made little perceptible 


progress. 
Ill. Recommended American Policy 


1. It is in our national interest to continue to support Brazil, 
politically and economically. Half the continent in size and popula- 
tion, Brazil is the only South American country with legitimate 
aspirations to world power. Her potential is gigantic. Total American 
investments, private and public, already exceed two billion dollars. 
To keep our enemies from polluting the existing reservoir of good- 
will should remain cardinal American policy. 

2. Responsive to Brazilian request, substantial additional Gov- 
ernment credit should be forthcoming. This may be chiefly for 
power development, and refunding, but it may have to include 
emergency assistance to meet the coffee situation. In order tc help 
Brazil to help herself, . . . for example, we should examine whether, 
in acceding to a request for public power credit, prior action by the 
Brazilian Government on private power legislation might not be in 
order. 

3. We should increase our efforts toward exploitation of Brazil- 
ian iron, manganese and bauxite resources by private American 
investors. Substantial United States Government credits to facilitate 
such exploitation may be required. 

4. We should continue our efforts to encourage the Kubitschek 
administration to establish effective measures to combat Commu- 
nism per se, and to protect itself from Communist subversion. The 
United States cannot, while maintaining relations with Russia, indef- 
initely forestall Brazil’s doing so. We can, however, promote the 
establishment of realistic safeguards. 

5. Petrobras will fail in 1958 to narrow the gap between 
petroleum supply and demand. It will nevertheless go through the 
year with undiminished popular support. The Russians may enter 
the picture. It behooves us, now, to reassess our policy toward the 
Brazilian petroleum monopoly. 
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6. We would also do well to examine again the criticism against 
our past collaboration in the economic field, including the charge 
that it has been “unimaginative, insufficient, and has failed to solve 
Brazil’s problems”. 

7. We should continue our technical assistance program at 
approximately the current level—four to five million dollars per 
year. Emphasis should be on converting existing projects to Brazilian 
management. Selection of new projects should depend on priority in 
importance as manifested by Brazil and confirmed by our Govern- 
ment, and on the establishment of terminal dates. 

8. The existing Public Law 480 contracts should be fulfilled. 

9. The present modest USIS program can continue to lend 
important support in the fields of public relations, films, press, 
radio-TV and cultural collaboration. (One Satchmo Armstrong is 
sometimes worth five art exhibits.) 

10. Too many Americans working for the United States Govern- 
ment in Brazil can handicap the attainment of our objectives. Their 
presence, especially in Rio, is a target for nationalism. The State 
Department should examine the roster of al/ agencies operating in 
Brazil, to determine whether additional retrenchment would not be 
desirable. 


Ellis O. Briggs 

















CHILE 


POLITICAL AND ECONOMIC RELATIONS OF THE UNITED STATES AND 
CHILE’ 


373. Preliminary Notes on a Meeting of the Operations 
Coordinating Board’ 


Washington, January 19, 1955. 


[Here follows discussion of agenda items 1 and 2, “Terms of 
Reference for a Temporary Interdepartmental Working Group on 
Admission of Visitors to the United States” and “Progress Report on 
NSC 5432/1 (Latin America).” For text of NSC 5432/1, ‘United 
States Objectives and Courses of Action With Respect to Latin 
America,” approved on September 3, 1954, see Foreign Re’ations, 
1952-1954, volume IV, page 81.] 


Agenda Item 3. Follow-up discussion of Courses of Action in Connection With 
Current Developments in Chile 


Mr. Staats reviewed briefly the development of the Board’s 
consideration of a “Chilean Program”. Mr. Hoover explained Amb. 
Beaulac’s’ absence because of a personal emergency and introduced 
Mr. Atwood who read an informal report from Amb. Beaulac and 
discussed current conditions in Chile and proposed courses of action 
regarding Chile. 

Mr. Overby of Treasury expressed support of the evaluation 
that the present Chilean Cabinet is “not much good”. He also 
supported the idea of holding up economic and financial assistance 
until and unless the Chilean Cabinet actually takes some positive 
measures. 

Mr. Stassen said that the basic decision, which is one for the 
Department of State, is whether we want the present government of 





* Continued from Foreign Relations, 1952-1954, vol. tv, pp. 666 ff. 

* Source: Department of State, OCB Files: Lot 62 D 430, Chile. Secret. Drafted by 
Max W. Bishop on January 20. In a memorandum to Henry F. Holland dated January 
20, Bishop transmitted excerpts from his preliminary notes on this meeting. (/bid., 
Central Files, 720.5/1-2055) 

> Beaulac was in Washington for consultations at the Department, but was unable 
to attend this meeting because of an illness in his family. 
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Chile to survive. He suggested that the United States had missed a 
good opportunity when it failed to help the previous government* 
which had a good Finance Minister® and a good program. He went 
on to say that the United States had held “too tight a rein” on Chile 
and that this represented an important principle of how to handle 
situations of this sort. 

Mr. Hoover pointed out that the Finance Minister in the previ- 
ous government had failed for internal reasons and not because of 
any action or lack of action on the part of the United States. Mr. 
Hoover pointed out that, for one thing, Prat had staked entirely too 
much on an inter-American bank which had not materialized. 

Mr. Dulles suggested that it is unlikely that we'll have anything 
except a bad situation in Chile for as long as President Ibafiez is 
around. 

Mr. Rockefeller described at some length his conversation with 
Mr. Cruz-Coke.® 

[Here follows discussion of Brazil followed by a discussion of 
Indochina in agenda item 4.] 





*A new Chilean cabinet was announced by President Carlos Ibaéfiez del Campo 
on January 6. 

* Jorge Prat. Francisco Cuevas replaced Prat as Finance Minister on January 6. 

* Senator Eduardo Cruz-Coke, President of the Foreign Relations Committee of 
the Chilean Senate, was on a brief visit to the United States. He had discussed with 
Rockefeller the possibility of establishing unofficial contact with a Chilean representa- 
tive in regard to economic matters of importance to the United States and Chile. 
(Letter from Atwood to Rockefeller, February 10; Department of State, Central Files, 
832.10/2~455) 





374. Memorandum of a Conversation Between President 
Ibafiez del Campo and the Ambassador in Chile 
(Beaulac), Santiago, January 26, 1955’ 


I told the President that, as he knew, my conversations in 
Washington had been interrupted by my mother-in-law’s illness and 
death, but that before returning to Chile I had already had very 
interesting conversations with persons high in our Government and 
wanted to give him my impressions. The President said he would be 
very glad to have them. 





*Source: Department of State, Central Files, 825.00/2-2755. Confidential. Trans- 
mitted to the Department as an enclosure to despatch 524, January 27. 
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I said that, as seen from Washington, the Latin American 
panorama is very interesting. I said that it is evident that the 
countries where there is the greatest prosperity are where relative 
economic freedom exists, such as, Mexico, El Salvador, Costa Rica, 
Colombia, Peru ard Uruguay. The countries that are having the 
greatest difficulty, especially with reference to availability of dollars, 
are the countries that have complicated machinery for government 
intervention in economic matters. 

So far as Chile is concerned, Washington is convinced that the 
principal hope for solution of Chile’s economic problems rests in 
private investment. 

It is clear that if the copper companies, for example, instead of 
producing some $250,000,000 a year for Chile should produce 
$500,000,000, then Chile’s urgent economic and social problems, and 
many of her political problems too, would be settled. 

This result, in turn, can only be brought about through im- 
proved treatment to the copper companies. In other words, economic 
problems must receive economic solutions. No other solutions are 
possible. 

For these reasons, | was encouraged by the progress that has 
been made in the Senate committee with reference to the copper 
bill,? and encouraged by the President’s own intervention, vis-a-vis, 
his Ministers, and, vis-a-vis, the Congress, with reference to the bill. 
The President's attitude had confirmed the impression I had carried 
to Washington that he remained resolved to find solutions to the 
problems of the copper companies. 

The President interrupted to say that it still looked like a long 
process to him. He was hoping that the bill would be approved 
before the Congress adjourned but if that was not possible, the 
Congress would have to deal with it in March. 

I said I was hoping that the bill would be approved by the 
Congress before it adjourns, and I had the impression that there was 
a good possibility if the President maintained his present interest. 

Referring to the copper bill, I said that the tax rate on copper 
would still be the highest in the world, and this would place Chile 
in a precarious position, particularly if copper prices should go 
down. 

The President noted that a considerable reduction in taxes 
would result from the bill. 





* This bill, introduced in the Chilean Chamber of Deputies on March 3, 1954, was 
approved by the Senate on January 26, 1955, and the Congress as a whole on 
February 4. Drafted at a time when the competitive status of Chilean copper was 
threatened, the new law sought to correct that situation by safeguarding Chile’s share 
of the world markets. Despatch 567 from Santiago, February 8, summarized the chief 
provisions of the bill as well as the U.S. interest in it. (/bid., 835.2542/2-855) 








Chile 779 





I said that whereas my Government was convinced that Chile’s 
urgent economic problems could be solved only with the cooperation 
of private capital, it still envisaged the possibility of cooperation 
with Chile by agencies of the United States Government and inter- 
national agencies, such as the International Monetary Fund. 

I recalled that the President of the Export-Import Bank’ had had 
certain conversations when he was down here looking to the possi- 
ble financing of certain exports to Chile, and Chile had had discus- 
sions with the IMF concerning a drawing or a standby fund. 

I said my Government was a little confused, of course, with 
reference to these matters because only a few days prior to my 
departure from Chile, the President had selected a new Cabinet. It 
was too early to judge the desires or intentions of that Cabinet. 
However, my Government was prepared to cooperate with the 
Government of Chile if requested to do so and if Chile created 
conditions which would make it possible to cooperate. 

I recalled that meanwhile the Embassy had been prepared for 
the past week to sign an agreement with Chile for the exportation of 
$5,000,000 worth of agricultural products but the Chilean Govern- 
ment was delaying signature because it was not sure whether it was 
authorized to sign without advance Congressional approval. The 
President noted that the Government, as such, was not authorized to 
sign but that CORFO could sign. I did not pursue this subject. The 
President noted that $20,000,000 rather than $5,000,000 had been 
mentioned at first. I said that $5,000,000 was the amount agreed 
upon, but that it was possible that additional negotiations would 
take place later. 

At this point, I recalled to the President that lJnder Secretary of 
State Herbert Hoover, Jr., had had interesting conversations with 
Finance Minister Jorge Prat in Rio de Janeiro on the subject of 
Chilean petroleum,‘ and following his return to Santiago Mr. Prat 
had told Embassy officials that the Chilean Government would send 
a communication to the Embassy requesting that the Government of 
the United States give Chile expert help in drawing up adequate 
petroleum legislation. I said that no such request had been received, 
and I was wondering whether this was still Chile’s desire. I noted 
that I had talked to Mr. Hoover in Washington. I recalled that Mr. 
Hoover had brought in the first well in Chile’s history; that he knew 
the Chilean problem intimately; and that he had a great personal 
interest in Chile and was disposed to give Chile any assistance 


possible. 





* Glen E. Edgerton. 
*A memorandum of this conversation, which took place on December 2, 1954, is 
in Foreign Relations, 1952-1954, vol. tv, p. 755. 
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The President said that the petroleum legislation introduced in 
Congress was inadequate and he was going to withdraw it. He said 
that he, himself, had wanted a bill which would have reserved 
Magallanes for the ENAP and would have allowed foreign compa- 
nies to explore and exploit in the rest of the country (the present bill 
does reserve Magallanes for the ENAP). He did not take this 
opportunity to request assistance from the United States. 

I told the President that Mr. Roy Merritt, who is a petroleum 
expert and an old friend of mine, and who is Counselor to Under 
Secretary Hoover, is making a trip through this part of South 
America soon and, if the President so desired, I would ask him to 
come to Chile and I would bring him to see the President.* The 
President said he would be delighted to talk to him. 

I reminded the . esident that my interest in this matter arose 
out of the conversations that his Minister of Finance had had with 
Mr. Hoover, and that I was not trying to influence the President 
with reference to the attitude he should take toward Chile’s petro- 
leum. The President said that he understood this and he would be 
glad to see Mr. Merritt. 

The President said he had an item of news for me—that he was 
going to change his Ambassador in Washington. Jara would submit 
his resignation in a few days and he was going to name Jorge Silva 
whom he described as a competent man who had practically been 
brought up in the United States and was very fond of the United 
States. “We will see whether the Senate will confirm him,” he said. 





* Documentation on Merritt’s Latin American trip is in Department of State 
Central File 110.4-ARA; his scheduled visit to Chile was later cancelled. 





375. Editorial Note 


On January 27, Ambassador Beaulac and Acting Chilean Minis- 
ter for Foreign Affairs Rafael L. Tarud signed an agreement in 
Santiago regarding the sale of surplus United States agricultural 
commodities to Chile. The agreement, which provided for the sale of 
commodities valued at approximately $5 million, was concluded 
under Title I of Public Law 480, the Agricultural Trade Div lopment 
and Assistance Act of 1954, enacted on July 10, 1954 (.- - ‘at. 454). 
For text of the agreement, see 6 UST 893. Additional documentation 
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on the negotiation of this agreement is in Department of State, 
Central File 411.2541. 








376. Despatch From the Ambassador in Chile (Beaulac) to the 
Department of State’ 


No. 546 Santiago, February 2, 1955. 
REF 


Embdesp. No. 547 of February 2, 1955” 
SUBJECT 
Truth-telling Campaign 


Since the beginning of World War Il, the United States has 
given material aid to Latin America in amounts never known before 
and never even dreamed of before by Latin America. It goes without 
saying that no comparable aid has been received by Latin America 
from any other part of the world. 

During this time, also, the Government of the United States has 
maintained an information service, presently known as the USIA, 
which has spent many millions of dollars trying to explain the 
United States to the Latin American peoples and trying to help 
create an atmosphere favorable to cooperation with the United 
States. 

Nevertheless, in certain countries of Latin America, such as 
Chile, the position of the United States has deteriorated, especially 
insofar as concerns the treatment of American private interests. 

It is submitted that this situation is due principally to the 
circumstance that there does not exist, between the United States 
and those Latin American countries, the degree of understanding with 
reference to matters that are of greatest importance in their relations, which is 
needed as a basis and as a prelude to constructive cooperation. 





' Source: Department of State, Central Files, 611.25/2-255. Secret. 

*In despatch 547, Beaulac reiterated the need to carry out a “truth-telling 
campaign” not only in Santiago but also in the United States. He enclosed some 
clippings from a Chilean newspaper to illustrate the point. (/bid.) 
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Our Failure to Talk to the Latin Americans About Things They Are Interested 
In 


Through public statements by our President and our Secretary 
of State, and through the extensive operations of the USIA and its 
predecessors, the Government of the United States has made an 
effort to convince the Latin American people of the justice of its 
views with reference to the great international issues to which our 
Government attaches overwhelming importance, such as the menace 
of international communism, the re-arming of Western Germany, 
Korea, and Indo-China. 

However, a majority of the Latin American people, because of 
poverty, ignorance, and isolation, are less interested in these impor- 
tant subjects than they are in where their next meal is coming from; 
whether or not they can feed and clothe their children properly, and 
other basic and urgent needs. 

The international communists in Latin America recognize the 
urgent interest which the Latin Americans have in these subjects and 
play upon that interest in ways that are harmful both to the peoples 
of Latin America and to the position of the United States in Latin 
America. 

A principal objective of the communists in Latin America is to 
prevent or at least to hinder economic development. The communists 
know that economic development in Latin America will not be 
possible without cooperation by private United States interests, and 
by the United States Government and international agencies in 
which the United States Government has an important voice, and 
they try to accomplish their objective by making that cooperation 
impossible or at least difficult. 

They do this by making it appear that the United States and 
United States private interests are principally responsible for Latin 
America’s urgent needs not having been met. In Chile, for example, 
the communists, and the demagogues who parrot the communist 
line, say that the United States does not help Chile enough; that the 
United States copper companies are imperialistic; that they take 
copper out of Chile and leave nothing but a hole in the ground; that 
the United States buys Chile’s raw materials cheap and sells Chile 
manufactured goods at high prices; that the United States cheated 
Chile out of $500,000,000 during the last war by freezing the price 
of Chilean copper. 

These and other similar charges have been repeated so often in 
Chile, without refutation by the United States or by United States 
private interests involved, that they have come to be accepted by the 
Chilean masses, and have helped to create a climate in which the 
United States copper companies, although they are by far the most 
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important element in Chile’s economy, producing from 50 to 70% of 
Chile’s foreign exchange, are given the worst tax treatment of any 
industry in the country (84% of profits today). The tax treatment of 
the copper companies, in turn, has discouraged those companies 
from making further investments in Chile. It also has discouraged 
other foreign capital from investing in Chile. 

United States Government Burdened with Responsibility for Failures of Latin 

American Governments and Peoples 


A part of the phenomenon which has caused our position in 
Latin America to deteriorate is the habit which persons in political 
life have acquired of blaming the United States Government for their 
countries’ failures, particularly along economic lines. 

The United States, of recent years, has voluntarily assumed a 
degree of responsibility for helping to improve the economies of the 
so-called under-developed countries. Many Latin Americans have 
gone far beyond the position we have taken, however, and now 
consider that the United States has fhe major responsibility for im- 
proving the economies of the undeveloped countries. 

Thus, it has become possible for political leaders in Latin 
America to explain their own failures or inadequacies in the eco- 
nomic field by saying that their countries have not received enough 
help from the United States. 

This not only has damaged the position of the United States in 
Latin America, but it also has retarded economic development by 
removing pressure from the Latin Americans to do for themselves 
the things they should do and must do in their own interest. 

In a country like Brazil, for example, it is clear to any objective 
student that the country’s balance of payments and other financial 
problems are related directly to the circumstance that, for political 
reasons, Brazil will not permit foreign companies to exploit Brazil's 
petroleum resources and, as a result, Brazil has to spend some 
$275,000,000 a year for petroleum imports. However, it has been 
common for Brazilians to attribute their balance of payments and 
other financial problems to insufficient cooperation by the United 
States Government and by such agencies as the Export-Import Bank 
and the International Bank. 


Truth-Telling Campaign Needed 


During the past year, the Embassy in Santiago, and the Ameri- 
can copper companies, have made an effort to see that the Chilean 
people are told the truth about those matters involving the United 
States and the copper companies concerning which the communists 
and demagogues have been deceiving them during recent years. That 
campaign has had some success. 
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The Embassy considers that a major effort by our Government 
is now required in order to further improve our position. 

Public opinion has decisive importance in Chile. Chile has a free 
press, and a free radio, and the Chileans have inquiring minds. 

Cooperation cannot exist except in a climate of understanding, 
and understanding between us and the Chileans cannot exist if we 
are talking about one set of figures and acting on the basis of one 
set of premises and the Chileans are talking about another set of 
figures and are acting on the basis of another set of premises. 

It is proposed that we intensify our efforts to bring about a 
situation in which we and the Chileans have the same set of figures 
and the same premises. The Embassy considers that until we are able 
to do this, satisfactory cooperation with Chile will not be possible. 


Role of LISIA 


USIA has agreed to step up its supply of material which the 
Embassy in Santiago may use in its campaign of truth-telling. 
Excellent material of this kind is now being received and put to 
good use. USIA maintains, however, that it is not authorized to 
engage in any operations within the United States aimed at affecting 
the situation in Latin America. That function, it would appear, 


belongs to the Department of State. 
Role of the Department of State 


Historically, one of the functions of the diplomat has been to 
defend the good name of his country abroad. Since the establish- 
ment of an information service, the Department of State and its 
representatives abroad have tended to neglect that function. It is 
proposed that the Department give renewed attention to this impor- 
tant function, particularly in view of the circumstance that much of 
the work of defending the good name of the United States must be 
done in the United States, itself, and because of the position taken 
by USIA that it is not authorized to operate in the United States. 
Operations in the United States 

As noted earlier in this memorandum, the President of the 
United States and the Secretary of State make frequent public 
statements regarding the great international issues, but few compara- 
ble public statements are made with reference to the issues that are 
most important to the people of Latin America. The occasional 
speeches made by such officials as the Assistant Secretary of State 
for Latin America have been very helpful, but they do not of 
themselves fill the need described. Public speeches, of course, are 
only one, and not necessarily the most effective of the many devices 
that are available to us. 
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The Embassy proposes that a system be established under which 
the Secretary of State, the Under Secretary of State, the Assistant 
Secretary of State for Latin America, and other competent officials of 
the United States shall from time to time say things concerning 
matters of real importance to Latin America which involve the 
United States and which those officials are, therefore, authorized to 
comment on. It is recommended also that friendly Senators and 
Representatives, and persons outside of the Government who are 
competent in subjects involving Latin America, be helped and en- 
couraged to make statements concerning those matters. If the per- 
sons and the subjects are well chosen, our great news agencies will 
carry their remarks and their remarks will be published in every 
important newspaper in Latin America. A single statement of this 
kind, which our Government can arrange to have made at only 
nominal expense, may be more valuable as a means of affecting 
public opinion in Latin America than thousands of dollars worth of 
printed matter, radio programs, and so forth and so on. 

It is suggested, also, that the Department help to prepare and to 
furnish to feature writers and to others information concerning our 
problems in Latin America so that those persons can prepare accu- 
rate articles and reports which can be reproduced in Latin America 
and which also can serve as the basis of news agency reports to 
Latin America. There is ample evidence that the Latin American 
public is avid for this kind of information. 

Additional Staff for Economic Section in Santi 

There are certain problems that are common to most countries 
in Latin America. The State Department can best prepare back- 
ground material on those problems and distribute it to the Embas- 
sies, to feature writers, and to persons authorized and disposed to 
comment on these matters. There are other problems involving the 
United States that are peculiar to the various countries. The Embassy 
in each country necessarily is most intimately informed concerning 
those problems, and is in the best position to prepare material for 
use in the country concerned and to serve as the basis for comment 
in the United States (or in some cases in still another country) for 
later reproduction in the country concerned. 

In the specific case of Chile, it is suggested that the Embassy in 
Santiago be supplied with a competent person, trained in economics 
and with a flair for writing, to be detailed to the Economic Section, 
whose principal duty will be to supply background material, to 
prepare articles for publication in Chile and in the United States, to 























Willard L. Beaulac 





am confident that over a of time we can accomplish a great deal for ourselves 
and for Chile, too.” (/bid, 611.25/2-355) 

On February 17, Under Secretary Hoover to Ambassador Beaulac’s letter 
to Secretary Dulles of February 3. Hoover's letter reads in part 





377. Editorial Note 


On March 25, the OCB Working Group on NSC 5432/1 pre- 
pared a special report on Chile. The Operations Coordinating Board 


Files: Lot 62 D 430, Chile) The requested report, entitled “Supple- 
mentary Report on Chile,” was approved by Treasury as well as the 
Bureau of Inter-American Affairs and the Bureau of Economic 
Affairs and enclosed in a memorandum from Holland to Hoover of 
April 11. “It presents,” Holland pointed out, “what we believe to be 
a constructive first step which can be taken in the near future; a 
more dramatic and costly program 
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‘378. Preliminary Notes on a Meeting of the Operations 
Coordinating Board, Washington, April 13, 1955’ 





1. Special Report on Chile 


Elmer Staats gave a brief introduction of the item. Mr. Hoover 
circulated the memorandum which he had received from ARA’ and 
said that, while we have a great deal of concern over the situation in 
Chile, it is one in which there is little that the United States can do 
itself. We must merely keep a careful eye on the situation and move 
in if and when there is an opportunity. There was general agreement 
that it would be very worthwhile if the Chilean Government would 
obtain the services of a top-flight firm, such as Klein and Saks from 
New York.’ Mr. Hoover pointed out that Mr. Klein‘ was in poor 
health and that it was really regrettable there were not more firms of 
the high caliber of this firm. Mr. Stassen mentioned FOA’s experi- 
ence with one or two firms which had been of great help. Nelson 
Rockefeller wondered whether there was anything which could be 


by Mr. Overby of Treasury, in paragraph 4 of last week’s paper. 
{Here follows a discussion of items unrelated to Chile.] 





* Source: Department of State, OCB Files: Lot 62 D 430, Chile. Secret. Drafted by 


? See the editorial note, supra. 

* A firm of economic consultants. 

* Julius Klein, Director of Kiein-Saks. He had served as Assistant Secretary of 
Commerce. 

* Reference is to the Supplementary Report on Chile, circulated to the OCB on 
March 28 under cover of a memorandum by Staats. (Department of State, OCB Files: 
Lot 62 D 430, Chile) 
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379. Special Report by the Operations Coordinating Board’ 





Washington, April 13, 1955. 
SPECIAL REPORT ON CHILE 
L Analysis 
1. The Working Group concluded that the present situation in 
Chile was serious but that the country was not likely to fall under 


Communist control in the near future. The political scene is marked 
by weakness and ineptitude in the Executive and a high degree of 


Congressional irresponsibility, and the two branches are frequently 


ve 
in the grip of galloping inflation: prices rose 71% during 1954 and 
the Government's budget is and for years has been seriously unbal- 
anced. The exchange system has operated to distort trade patterns, 
misdirect investment, subsidize favored groups and contribute to the 


for higher wages to keep pace with spiralling prices, which lend 
themselves to exploitation by the Communists for political ends. 

3. In the latter part of 1954, the then Finance Minister Jorge Prat 
attempted a modest program of economic reform designed to stabi- 
lize the economy within a period of two to three years, but his 
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eration before Congress and there has been no visible effort to 
replace it with any worthwhile alternative. 

4. The Communists in Chile, as in other countries of the world, 
endeavor to prevent economic development and improvement in 
living standards except under their own aegis. In doing so they 
direct their efforts at limiting or preventing U.S. cooperation in 
Chile’s development. They attack the U.S. and U/S. interests with 
reference to matters in which the Chilean masses are directly inter- 
ested, such as prices of raw materials, prices of imported products 
and profits of American companies. By appealing to Chilean nation- 
alism and by repeating false and misleading statements on these 
matters, they have succeeded in Chile in building up a climate in 
which it has been politically profitable, though economically harm- 
ful, for the Chilean Government to discriminate against American 
interests in Chile, particularly the copper interests. 


I. Basic Approach 


5. Achievement of economic stability is primarily a Chilean 
problem toward the solution of which the United States can, howev- 
er, make an important’ contribution. Our basic approach to this 
problem is as follows: 


a. It is in the interest of the U.S. to help Chile achieve a stable 
and healthy economy. 

b. Such an economy cannot be achieved unless Chile, herself, 
does certain basic things in her own interest. 

c. U.S. assistance to Chile will not be effective unless it is 
related to and coordinated with effective Chilean action. 

d. U.S. assistance which is not so related and coordinated will 
probably not only be ineffective but may actually be harmful to 
Chile by encouraging and making — the continuance of uneco- 
nomic practices and by lessening the chance that Chile will take the 
steps she should take in her own interest. 

e. Grant economic aid is not required because Chile has the 
tential with which to repay assistance. It also is undesirable, 
ause it is not in consonance with the need to strengthen Chilean 

backbone and self-respect so that she will tackle her own problems. 

f. The risks in a continuing deterioration of the Chilean eco- 
nomic situation while we await Chilean action are not such as to 
require immediate extraordinary measures by the U.S. 

. If Chilean action should not be forthcoming and the d 
should appear of a serious deterioration ot the social fabric, the U.S. 
should promptly re-examine the situation. The steps which might be 
appropriate as a result of this re-examination cannot be satisfactorily 
determined at present, but the situation in Chile and the effective- 





? The Treasury maintains that it is “only a limited” contribution. [Footnote in the 
source text.] 
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ness of the measures taken by the United States and Chile should be 


the subject of continuing scrutiny, study and Fagen: 
h. In devising measures to deal with roblems we must 
pen. s keep in mind the extreme sensitivity of the Chileans to 
gus | they could interpret as foreign intervention in Chile’s 
domestic affairs. Any reasonably substantiated charge of U.S. inter- 
vention in internal matters would not only alienate large segments of 
the populace for a considerable period but would seriously damage 
our general position in Chile. 


6. The steps Chile should take to enable U.S. assistance to be 
effective are: 


a. Initiate an effective program designed to halt inflation. 

b. Improve further the competitive basis of Chilean copper and 
nitrate. This includes giving fair treatmént to the industries involved. 

c. Improve the system of exchange control with a view to 


arriving eventually at a system of free ee. 

d. Achieve more efficient utilization of Chilean petroleum re- 
sources. 

e. Stimulate agricultural production. 

f. Encourage new private investment, including foreign invest- 
ment. 








April 13, 1955. 
SUPPLEMENTARY REPORT ON CHILE’ 


1. Our basic approach to the problem of Chile remains as stated 
in the foregoing Special Report [discussed by the Board on April 6].* 
In order to achieve a stable economy, Chile herself must initiate an 
effective program to halt inflation; U.S. economic assistance to Chile 
not accompanied by effective Chilean action would not, only be 
ineffective but actually harmful since it would make it possible for 
Chile to continue her present uneconomic practices. 

2. It has been and remains our policy to take advantage of every 
feasible opportunity to encourage the Chileans to take remedial 
action. It is possible that such an opportunity may be presented if 
the Chilean Council of Ministers carries out a proposal adopted on 
April 5 to employ a commission of technicians in economic and 
financial matters. Dr. Julius Klein stated on April 8 that he had been 
approached by the Chileans regarding the possibility of his firm’s 





* Secret. The source text indicates this report was drafted in the Department of 
State. 
* Brackets in the source text. 
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advising them on various administrative matters and that he planned 
to send his partner, Mr. Saks, to see what could be done. It is not 
sure that this approach is related to the Cabinet’s decision though it 
may be. Although further information must be obtained before our 
exact position can be determined, it is suggested that our tentative 
policy be as follows: 


a. Through Embassy Santiago discreetly encourage the Chilean 
authorities to follow through on their announced intention of con- 
tracting for a commission. 

b. Also through the Embassy, endeavor tactfully to insure that 
the Chileans select for a commission ns of ability, integrity and 
reputation, so that the commission’s findings will carry weight. 

c. In carrying out the foregoing actions, refrain from sponsori 
or a ing to sponsor a commission, so that the United States wi 

regarded as responsible for its recommendations. 

d. Thro State and T , with the wag me es me 
priate of the International Bank (IBRD), the Export-Im 
the International Monetary Fund, aid e if requested to oun rm 
best available persons to serve on a commission. 

e. If the commission’s recommendations are sound and the 
Chileans demonstrate their willingness to carry them out, the United 
States should then consider action found to be feasible at that time. 

f. During commission’s study we will continue to urge the 
Chileans to take steps which are generally agreed upon as desirable 
to combat inflation, such as those already suggested by the IMF 
Mission. 





380. Telegram From the Secretary of State to the Embassy in 
Chile’ 


Washington, April 19, 1955—6:46 p.m. 


297. Reference Embtel 335.2 OCB has concurred in Department 
recommendation US through Embassy Santiago discreetly encourage 
Chilean authorities to follow through their announced intention of 
contracting commission and insure that Chileans select persons of 
ability integrity and reputation so that commission's findings will 
carry weight. In carrying out these actions Embassy should bear in 





‘Source: Department of State, Central Files, 825.00/4-—555. Secret. Drafted and 
approved by William Belton. 

* Telegram 335, April 4, reported that the Chilean Cabinet announced the 
previous day that it had “agreed to contract in US a commission of technicians in 
economic and financial matters.” (/bid.} 
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mind US desire refrain from appearing to sponsor commission. FYI 
Chileans have approached firm of Klein & Saks and Saks planning 
visit Chile to discuss matter.’ 

Dulles 





* In telegram 35 to Santiago, July 22, the Department informed the Embassy that 
Klein-Saks had completed their negotiations with the Chilean Government regarding 
the proposed economic mission and that the firm was ready to start operations as 
soon as the composition of the mission was determined. (/bid., 825.00/7-2855) 

The Embassy presented a detailed analysis of the situation affecting the prospects 
of the Klein-Saks mission to Chile in despatch 241 from Santiago, September 23. It 
concluded that from an economic point of view the timing of the mission was 
propitious, but there were several other factors which suggested that “the mission is 
bound to have a hard row to hoe.” (/bid, 835.00/9-2355) Additional documentation 
regarding the Klein-Saks mission to Chile is ibid, OSA Files: Lot 58 D 558, Klein & 
Saks Mission. 





381. Editorial Note 


On May 5, the new Chilean copper law entered into effect. A 
detailed analysis of it is in Current Economic Developments, Issue No. 468, 
May 24, 1955, pages 13-18. “Climaxing more than a year of legisla- 
tive effort and political and economic controversy,” the report noted 
in part, “this new measure makes a fundamental change in the 
statutory and administrative provisions applicable to the copper 
industry, which constitutes the basis of Chile’s economy. To the 
large American copper companies operating in Chile and producing 
the bulk of its foreign exchange, the law affords necessary financial 
relief and purports to restore control over sales of their product. By 
improving the treatment of invested capital and the general climate 
for new investments, the law provides encouragement for the mod- 
ernization and expansion of the nation’s leading industry. 

“Coming at a time when the competitive status of Chilean 
copper has been threatened, the new lzw holds promise of correcting 
this situation and safeguarding Chile’s share of world markets. 
Although an item of domestic legislation, the copper bill has been a 
matter of importance in US-Chilean relations over the past year. Its 
enactment into law represents a satisfactory conclusion from the 
point of view of the US interests concerned. The net reaction of the 
American copper companies is favorable; while the new law is not 
everything that might have been desired, it is probably as good as 
could have been obtained within the limitations of existing condi- 
tions. An evaluation of the practical effects of the law must await its 
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application, since the degree to which its intentions are implemented 
in operative regulations will be the significant factor. However, the 
law seems to have inspired confidence on the part of the foreign 
copper companies, for shortly after it was signed they announced 
plans to spend a total of $7 million in immediate expansion and in 
opening up new mines. The law is representative of slow but 
encouraging progress on the part of Chile toward a more rational 
utilization of the economic resources with which it has been en- 
dowed.” (Department of State, Current Economic Developments: Lot 70 D 
467) 

Current Economic Developments was a semimonthly classified periodi- 
cal prepared by the Bureau of Economic Affairs in the Department 
of State for internal use as a background and policy guidance report 
for policy-level officers of the United States Government serving in 
the United States and abroad. 





382. Memorandum of a Conversation, Department of State, 
Washington, May 19, 1956' 


SUBJECT 
Chilean Controls of Copper Exports 
PARTICIPANTS 


Ambassador Beaulac 

Admiral DeLany, Deputy Director, MDAC 
Mr. Anderson, FOA/MDAC 

Mr. Hockersmith, Commerce 

Mr. Wright, State 

Mr. Belton, State 

Mr. Strong, State 

Mrs. Mulliken, State 


An inter-agency meeting was held in New State on May 17, 
1955, to discuss with Ambassador Beaulac current Soviet bloc efforts 
to import copper and the copper export control problem in Chile.’ 





* Source: Department of State, Central Files, 460.259/5-1955. Secret. Drafted by 

RS en a ee eee eee 
Ra By type oh Chilean copper to the Soviet Union and other 
Communist nations was AL yay policy which encouraged the application of 
multilateral export controls strategic items with Communist countries. For 
9 eameuendive commeny of the expt conta system, see The Strategic Trade Control 
System, 1948-1956, the Ninth Report to Congress by the Director of the International 
(Continued) 
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The government agencies represented were State, Commerce and 
MDAC. 

Admiral DeLany, Deputy Director, MDAC,’ informed the Am- 
bassador that unauthorized copper diversions to the Soviet bloc were 
frustrating the controls placed upon copper exports by the COCOM 
PCs and that a study is being made in Washington to identify the 
weakness in the Chilean copper export controls. When the study is 
completed a recommendation will be made concerning the best 
approach for obtaining Chilean cooperation in extending her controls 
to close existing diversion loopholes. 

The following was explained at the meeting: 


1. The IC/DV system (source control) and the TAC scheme 
—¢-y77 control) were developed accepted by the PCs as 
. the best controls acceptable at present for preventing diver- 
ons. 


2. Chile, being one of the world’s largest ucers of copper, 
isa duos CL ail omasins eos tx Ge kts sae 
participate in the COCOM control plan by applying effective con- 
trols over her exports. Although source controls have been 
applied partially have not been extended to a point which 
would remove completely the possibility of diversion of Chilean 
copper. 

3. The bilateral oo made to the Chilean Government on 
the implementation of effective controls have met with only limited 
success since Chile has not applied the IC/DV system to copper 
produced by the small mining companies and has not applied it to 
marty 2 mmg. gf Aydt 4-- + 

4. During 1954 there were ou y diversions of Chilean 
copper to the bloc and the amount so diverted may have been as 
much as 25,000 tons which includes blister and refined, but does not 
include semi-manufacturers, scrap, ores and concentrates, and wire. 

5. to me ee Nye my Ah. den 
have agreed to apply effective controls over their strategic copper 
exports. 

6. It is appropriate that immediate action be taken to obtain 
meg coo — in \ applying effective export controls nat (a) 
ing to strategic copper exports in view a 
current COCOM efforts to secure the broadest ible third coun- 
By .cogperaive effort in the TAC scheme (w would require 

e formally to enter the scheme and permit publication of her 
name as a myo | country) (b) the recently enacted Chilean 
copper legislation which will affect the existing pattern of export 
controls and will necessitate redefining the control arrangements; (c) 





(Continued) 
Cooperation Administration on the Mutual Defense Assistance Control Act of 1951 
(Washington, 1957). For text of the Mutual Defense Assistance Control Act, common- 
ly known as the Battle Act after its sponsor Representative Laurie C. Battle of 
Alabama, see 65 Stat. 644. 

* Vice Admiral Walter S. DeLany was also Chairman of the Economic Defense 
Advisory Committee (EDAC). 
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the apron 4 pA ky wader deen deagpene Ba gle: ag wong 

copes? pose wot ded yg bag A mg eadhy Fes yh 
ane apy thus making it more difficult to 

obtain Chile’s full cooper. ae in implementing export controls. 

It was explained further that uncovered copper wire which was 
downgraded last year to IL Ill actively is being negotiated for 
upgrading to IL I by COCOM which should take action within the 
near future. With the exception of the U.K., the COCOM countries 
have indicated already willingness to reimpose a bare wire embargo. 

The Ambassador pointed out that the present Administration in 
Chile, since its coming into power approximately eighteen months 
ago, has become progressively more receptive to U.S. proposals 
generally and has exhibited somewhat less political sensitivity to 
formed imposition of controls. It was agreed that a comprehensive 
instruction setting forth the basis for an approach to Chile would be 
prepared as soon as possible.‘ 


*In circular airgram 8902 to Santiago, June 15, the Department of State recom- 








approach to the Chilean Government at a high level in order to urge that an improved 
security export controls system be established as soon as possible. The proposed new 
system would include a series of technical measures regarding export licenses, import 
certificates, and transshipment controls, among other matters. ‘Gupenmase of Sata, 
Central Files, 460.259/6—1555) 





383. Editorial Note 


As part of a general visit to five South American countries, 
Assistant Secretary Holland and Samuel C. Waugh, President of the 
Export-Import Bank, visited Chile November 25-27. In a memoran- 
dum of December 12 by Holland, commenting on the trip, he stated 
in part: “We emphasized to the Minister of Economy and Finance 
and other Ministers that Chile must prepare a coordinated program 
for combating inflation, one that has the approval of all responsible 
areas of the Government, and the Klein-Saks Mission should submit 
the program to the United States. We would then be in a position to 
indicate what type of aid the United States might be able to afford 
in coordination with such a program.” (Department of State, Central 
Files, 110.15-HO/12-1255) In despatch 416 from Santiago, December 
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7, “Principal Impressions Left as a Result of Holland—Waugh Visit,” 
the Embassy offered its analysis of the trip. (/bid., 033.1120/12-755) 














384. Telegram From the Chargé in Chile (Sanders) to the 
Department of State’ 


Santiago, December 21, 1955—7 p.m. 


354. Vassallo Under Secretary Foreign Ministry requested see me 
today with Minister Economy.’ Vassallo came alone since Minister 
Economy delayed in Congress but said latter would see me tomor- 
row to confirm what Vassallo had to say. 

Vassallo said that on his return from New York recently he had 
told President Ibanez very limited possibility of immediate and 
significant assistance direct from United States Government, IBRD 
EXIM Bank, Monetary Fund or Technical Assistance. Only possibili- 
ty he saw was PL 480 agreement. Since his return to Chile this view 
had been strengthened by information concerning agreements with 
Argentina and Brazil for surplus commodities value $30 to $40 
million and providing liberal repayment over 30-40 years.’ President 
had instructed him and Minister Economy discuss possibilities simi- 
lar agreements for Chile. 

Vassallo said Chile on threshold taking significant steps combat 
inflation and facing difficult transition period. Chile desperately 
needed help of kind it would receive under PL 480 to maintain low 
price for essential commodities and to ease exchange situation. Also 
peso proceeds surplus commodity loans and dollars saved would in 
part be used for public works to take up unemployment slack 
resulting austerity measures. Though Vassallo was not sure how far 
and how fast government would move in direction of free exchange 
he thought some important step in that direction was contemplated. 

Vassallo said Argentina and Brazil have been given large 
amounts and on favorable terms and that Chile was in greater need 
than these countries, particularly in view of repercussions its pro- 
posed anti-inflationary program. 





"Source: Department of State, Central Files, 411.2541/12--2155. Confidential; 
Limited Distribution. 

* Oscar Herrera. 

>For documentation regarding these agreements, see Documents 178 ff. and 295 
ff. 
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Priority items would be wheat, vegetable oil, cotton and pow- 
dered milk and secondarily forage seed and lard. 
President wanted Vassallo travel immediately Washington dis- 








385. Telegram From the Chargé in Chile (Sanders) to the 
Department of State’ 


Santiago, December 28, 1955—6 p.m. 


370. From conversation with Vassallo reported Embtel 354 De- 
cember 21’ and from magnitude their request PL 480 assistance 
(Embtel 368 December 28°) it appears he has persuaded President 
and Minister Economy that there no possibility of effective and 
immediate help to Chile in easing impact proposed program combat 
inflation other than large increase PL 480 assistance. It apparent they 
look upon availability considerable assistance of this kind as playing 





, Source: Department of State, Central Files, 411.2541/12-2855. Confidential. 


* Telegram 368 contained Chile’s suggested modifications of the P.L. 480 program 
proposed by the United States. (Department of State, Central Files, 411.2541/12-2855) 
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important if not decisive part in government's ability to put program 
into effect. 

They apparently convinced likewise that government's plan, 
approved by Kiein-Saks mission (as Embassy informed by mission), 
and government's declared determination to carry through on it are 
sufficient guarantees to satisfy requirements we have mentioned as 
prior conditions our help and that legislative enactment and adminis- 
trative implementation of all major elements plan should not be 
required as condition precedent at least PL 480 assistance. As indica- 
tion firm intent government Vassallo told me President extremely 
pleased with prospects success price-wage bill and is determined to 
push ahead with program on broad front, including exchange rate 
liberalization recommended by Klein-Saks mission, and will if neces- 


sary obtain state of siege powers to accomplish objectives. Govern- 
ment’s satisfaction over developments no doubt arises in part from 


fact it able persuade liberal party it has realistic comprehensive 
program, which was basic condition set by party for its support. 

Vassallo made clear that in his own thinking Chile entering 
buyer's market in attempt obtain PL 480 <ssistance. In so many 
words he said United States urgently needs rid itself of these excess 
commodities and Chile desperately needs them to carry out anti- 
inflationary program. In response my reservations concerning “usual 
marketing” requirements PL 480, Vassallo said he aware require- 
ments and felt sure they would present no difficulties in view 
expected reduced wheat harvest Chile and inability Argentina and 
perhaps other suppliers satisfy demand wheat and for other com- 
modities. 

Vassallo appears convinced that there are divisions within Unit- 
ed States Government re disposal policies which favorable to Chile 
in obtaining help of magnitude desired. 

Sanders 








Chile _799 





386. Telegram From the Secretary of State to the Embassy in 
Chile’ 


Washington, January 4, 1956—6:58 p.m. 


279. FYI Preliminary conversations with Vassallo indicate impor- 
tance Chileans attach to domestic political impact of early announce- 
ment that ample quantities of basic agricultural items are available to 
prevent shortages or price rises. Department favorably impressed this 
reasoning but wants Embassy comment by return cable before 
discussing with other interested agencies. In absence reasons to 
contrary Department disposed toward prompt sale maximum feasible 
quantities surplus commodities consistent with attainment above 
objectives and US desire not to disturb normal trade patterns but 
wants insure PL 480 program affords maximum incentive for adop- 
tion effective anti-inflation program. We can reach prompt accord on 
quantities to be sold and general terms of repayment. However 
urgently need Embassy advice whether agreement should be with- 
held until legislation finally adopted or announced before adoption 
as lever to obtain Senate approval. Department recalls unfortunate 
precedent of copper legislation but understands Chilean Senate must 
act this week on anti-inflation legislation. Department also consider- 
ing asking for informal understanding that Chile make serious ef- 
forts eliminate commercial arrearages. 

By including “usual marketing” (i.e. dollar sales) portion of deal 
in total to be announced, quantities of some commodities which 
might be furnished could approximate Chilean request. Embassy 
comment desired on Chilean capacity absorb following amounts 
without interfering normal marketings usual suppliers so far as they 
may be able to deliver. Edible oils—40,000 tons; cotton—more than 
60,000 bales, 30,000 of which to be for dollars; wheat—150,000 tons, 
40,000 of which to be for dollars; dried milk—20,000 tons; clover 
and alfalfa seed—5,000 tons each. End FYI. 

Vassallo plans return Chile January 7. 

Dulles 





"Source: Department of State, Central Files, 411.2541/1-456. Confidential; Niact. 
Drafted by Belton, cleared with the Department of Agriculture and in substance with 
the International Resources Division (IRD) of the Bureau of Economic Affairs, and 
approved by Bernbaum. 
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387. Telegram From the Chargé in Chile (Sanders) to the 
Department of State’ 








Santiago, January 5, 1956—11 a.m. 


388. Deptel 279, January 4, niact.* In Embassy's view, proposed 
PL 480 program would be important stabilizing factor easing impact 
implementation government's projected anti-infiationary measures. 
Klein—Saks mission has expressed similar views to i\mbassy. 

Senate yesterday approved “in general” by «ne vote margin 
wage-price control bill which is considered important element gov- 
ernment’s program. Expectation is that same margin will be main- 
tained in final Senate voting next Tuesday, January 10. Since 
political positions re present bill have become fixed, it is difficult to 
see how announcement now of new PL 480 agreement would affect 
voting this particular legislation. 

Although there of course no assurance anything we can do will 
keep government on present course, PL 480 assistance such as 


trol measures already taken, and by further legislative proposals. 
Government will be and is already under great pressures from both 
left and right sectors affected by anti-inflationary measures (e.g. 
CUTCH last night declared national strike starting Monday in initial 
move against price-wage bill). Political courage of a high order, 
heretofore lacking, will be required to withstand these pressures. PL 
480 assistance could serve ease these pressures. Conversely, Embassy 
of view that refusal of United States to accede Chilean request by 
extending minimum economic assistance at this time such as avail- 
able through PL 480 could have discouraging effect on government's 
determination proceed on hard anti-inflationary road. 

By same token, such assistance could favorably influence voting 
in Congress on other parts government's program. 

On foregoing reasoning, announcement PL 480 agreement 
should not be withheld pending further executive and legislative 
action. Government has announced that following approval wage- 
price bill it will press at this special session Congress for series of 
other anti-inflationary measures. 

In view general lack understanding effects expanded and liberal- 
ized PL 480 assistance or prices and availability essential commod- 





* Source: Department of State, Central Files, 411.2541/1-556. Confidential; Niact; 
Limited Distribution. 
* Supra. 




















388. Letter From Joseph A. Silberstein of the Office of South 
American Affairs to the Chargé in Chile (Corrigan)’ 


Washington, February 1, 1956. 


Dear Bos: You may be interested to know what we have been 
doing in response to your letters to Mr. Holland of January 12, 17 
and 23 (and to related letters from Mr. Lockett).’ 

Mr. Holland, as you have probably realized, has expressed great 
interest (to put it mildly) in taking all the steps to clear the way for 
such aid to Chile as their progress on their anti-inflationary program 
merits. He has given us direct orders to get things rolling. 

We have had discussions with Jack Corbett of E, who frankly 
was dubious of the desirability of rushing into the exchange reform 
and was not very .p*imistic as to the chances of the Chileans getting 
anything in (:«: .vay of stabilization fund assistance. Nevertheless he 
suggested a ceil on Southard, U.S. representative on the IMF Direc- 
torate. In between we had the benefit of a visit from Mr. Knoke of 
the Klein-Saks group, to which we invited a representative of 


concentrate first on internal reforms and see what can be done about 
slowing down the inflation. He left no doubt that Treasury would 
take a very dim view of a stabilization loan to Chile. 

Our visit to Southard produced somewhat more positive results. 


He took a very skeptical line, in the light of Chile’s past history, and 





* Source: Department of State, Holland Files: Lot 57 D 295, Chile. Confidential 

* Not found in Department of State files. Thomas H. Lockett was a member of 
the Klein-Saks mission to Chile 

* Charles R. Harley, Chief, Latin American Division, Office of International 
Finance, Treasury Department. 

















EF Ht 


At this point I would guess that a stabilization fund loan of the 
size the Chileans will want might require a joint IMF-U.S. Treasury 
operation, although it is not inconceivable that the amount the 
Chileans will actually need could be met by the Fund alone. Treas- 
because Treasury resources for such operations are by now very 
limited. Of course if the Fund decides in favor, the case for Treasury 
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participation would be facilitated. 


ury will be much the harder of the two nuts to crack, if only 
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be the logical place for Chile to begin exploring a 

proposed exchange reform. (Department of State, 
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389. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Special Assistant 
in the Bureau of Inter-American Affairs (King)’ 





Washington, February 10, 1956. 


SUBJECT 


Documentation of Communists Attempt to Keep Chilean Economy from 
Improving 


If the Chilean economic situation is improved substantially by 
the programs recommended by the Klein-Saks’ mission and under- 
taken by the Government, we are going to have an excellent anti- 
Communist weapon. 

From the beginning of the Klein-Saks’ study the Communists 
have constantly attacked both the mission and those government 
officials who cooperated with it. 

The result will be that a perfectly documented case history can 
be made to prove that the Communists fight all government moves 
which wil! actually strengthen the local economy. The Communists 
work resourcefully and with energy to weaken the economy of 
every country. 

...USIA . . . should immediately begin documenting the prop- 
aganda exploitation of what appears to be rather well along in Chile. 
Please keep me advised on what you do on this. 





"Source: Department of State, ARA Files: Lot 58 D 749, Chile 1956. Secret. 





390. Telegram From the Secretary of State to the Embassy in 
Chile’ 


Washington, February 24, 1956—5:28 p.m. 


355. Department extremely concerned by indications Embtel 
472° Herrera considering possibility subsidize essential imports 
through penalty exchange rates or additional taxes on copper indus- 
try. Such discriminatory action by GOC would negate “new deal” 





* Source: Department of State, Central Files, 425.006/2-2156. Confidential; Priori- 
ty. Drafted by Silberstein and approved by Holland. 
* Dated February 21. (/bid.) 
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copper law and mean GOC not keeping word which led Anaconda 
and Braden make recent new investments and Anaconda announce 
plan for further investments. Not overstatement to say most serious 
result would be discourage noticeable recent heightening private 
capital interest invest in Chile but also would affect considerations 
by US of such request as Chile may make for US aid. 

If GOC believes will need to subsidize consumers of essential 
imports if exchange reform enacted and will need additional budget- 
ary resources for that purpose, Embassy should urge that GOC seek 
non-discriminatory means to accomplish this. 








Dulles 





391. Memorandum From the Director of the Office of South 
American Affairs (Bernbaum) to the Assistant Secretary of 
State for Inter-American Affairs (Holland)' 


Washington, February 29, 1956. 
SUBJECT 
Suggested ARA Position on Chilean Exchange Reform 


We understand that Mr. Corbett will contact you in the morn- 
ing prior to the NAC Staff Committee Meeting which is scheduled 
for 10:30. Mr. Corbett has been out all week but we believe the 
position outlined below to be consistent with the thinking in E. 

1. We believe that the initiative Chile is now showing in 
seeking to overcome inflation, and the momentum its anti-inflation- 
ary program has achieved is worthy of our support. We therefore 
favor support of the Chilean Exchange Reform proposal now before 
the IMF. The IMF Executive Board will consider this proposal on 
March 2. 

2. There are several reasons for earliest possible action on the 


proposal: 


a) The psychological importance of following steps already 
taken with further effective action. 

b) The Chilean Government's belief that it must take itive 
action now on the exchange system in order to hold together the 
small majority in the Congress which has supported its anti-infla- 
tionary policies so far. Important elements of this support represent 





*Source: Department of State, Central Files, 825.131/2-2956. Confidential. Draft- 
ed by Ernest V. Siracusa. 
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controls recently imposed, but are those most outspoken in favor of 


4. Chile desires financial aid in connection with its exchange 
reform proposal although it has not yet formally requested such aid. 
Its need for such aid has been supported by the Klein-Saks group 
and has been mentioned in the IMF Mission report. Therefore, even 
ee oe Se 
time is bed ny soy exchange reform program, NAC, 

S. position on the rate proposal 
cai che gotta Oe UD wi uke ¢ Chie 


mally, to request such support from the IMF and probably from the 
U.S. on March 5, assuming IMF approval of the reform proposals. 
5. With regard to IMF financial support, we favor a standby 


the exchange reform is dependent. 

6. If it is agreed that the U.S. should contribute the approxi- 
mately $20 million i: financial support for the exchange reform 
which Chile has indicated she will ask of us, in addition to the $37.5 
million she hopes to get from the IMF and the approximately $17 
million she hopes to get from private U.S. banks, the Treasury or the 





? Not further identified. 
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Export-Import Bank would be the available sources for such funds. 
Since any U.S. financial assistance extended for the purpose under 
consideration should be designed to induce Chile to enact the 
further measures necessary to the stabilization program and should 
be safeguarded against unwise utilization, such as an attempt to hold 
an unrealistic exchange rate, the adaptability to these conditions of 
the types of loans generally extended by Treasury or the Export- 
Import Bank would be an important factor. 

7. We favor NAC instruction to the United States representative 
on the IMF to seek to have the IMF recommend to Chile that it 
apply the proposed export tax to all exports and not just to certain 
“exports”, when the new free exchange rate approaches or reaches 
the rate now enjoyed by the export commodities which are to be 
exempt from the export tax, according to the proposal submitted by 
Chile. We do not believe, however, that as it is now projected, 
according to the IMF mission report, the proposed export tax is 
unduly discriminatory, or that we should make its elimination or 
broadening to affect all commodities a condition for our support of 
the proposed reform. 

8. We must recognize that unless financial support follows IMF 
approval of the exchange reform proposal, Chile will not put the 
new system into effect. We have been informed, in fact, by the 
Chilean Embassy that Chile would rather not have the proposal 
considered, much less approved, unless there is a disposition to 
support it financially. We recommend, therefore, that the State 
Department representative on the NAC make these considerations 
clear to the NAC, so that the NAC will appreciate the effect its 
attitude could have on the overall Chilean stabilization effort.’ 








>On March 1, the Staff Committee of the National Advisory Council on 
International Monetary and Financial Problems (NAC) met to discuss, among other 
matters, the proposed Chilean exchange system. According to the minutes of the 
eutinn, Goathash extitnal tho Chdkade teeiiten Gite and Oe erenened Gnbanen 
arrangements, including the proposed financial support recommended to the Chilean 
Government by the Klein-Saks mission. He described the proposal as a major effort 
which deserved support “even though it might not be completely successful.” After a 
discussion of the proposal, the NAC Staff Committee agreed that it would be 
for Southard to support the proposed Chilean exchange reform in the IMF 
Executive Board, but not to imply that financial assistance would be forthcoming 
from the US. Government. (Department of State, NAC Files: Lot 60 D 137, Staff 
Committee Minutes) Corbett, Rosenson, Siracusa, and several others represented the 
Department of State during this meeting. In a memorandum to Holland, dated March 
1, Siracusa summarized the results of the meeting. (/id, ARA Files: Lot 59 D 73, 
Chile 1956, Credits (Economic)) 
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392. Minutes of the 242d Meeting of the National Advisory 
Council on International Monetary and Financial 


Problems, Washington, March 6, 1956' 





[PARTICIPANTS] 


Mr. W. Randolph Burgess (Acting Chairman), Treasury Department 
Mr. Andrew N. Overby 


Mr. Arthur W. Marget, Board of Governors, Federal Reserve System 
Mr. Walter Schaefer, International Cooperation Administration 
Mr. Hale T. Shenefield 
Mr. Frank A. Southard, Jr., International Monetary Fund 
Mr. John S. Hooker, International Bank 


Mr. Samuel C. Waugh, Export-Import Bank 
Mr. Vance Brand 
Mr. Charles Shohan 


Mr. Oscar Zaglits, Department of Agriculture, Visitor 

Mr. Ralph W.E. Reid, Bureau of the Budget, Visitor 

Mr. Edmond C. Hutchinson, Bureau of the Budget, Visitor 
Col. George F. Parker, Department of Defense, Visitor 


Mr. C.D. Glendinning, Secretary 
Mr. C.L. Callander, NAC Secretariat 


1. Chilean Stabilization Program 


The Council considered the stabilization program contemplated 
by Chile (see NAC Document No. 1908).? The Chairman’ asked Mr. 
Southard to comment on the situation in the International Monetary 
Fund with respect to the Chilean program. Mr. Southard said that on 
March 2 the Fund Board of Executive Directors had considered the 
proposed Chilean stabilization program, covering both internal stabi- 
lization measures and exchange reform measures. The program had 
appealed to the Fund Board as the best Chilean stabilization effort 
ever undertaken, and the Board had unanimously approved it.‘ The 





"Source: Department of State, NAC Files: Lot 60 D 137, Minutes. For National 
Advisory Council Use Only. 

* Not printed. (/bid, Documents) 

* Burgess, the Acting Chairman, was Under Secretary of the Treasury for Mone- 
tary Affairs. 

* The Department reported the action of the IMF Executive Board to the Embassy 
in Santiago in telegram 378, March 2. (Department of State, Central Files, 825.131/ 
3-256) 
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exchange reform measures were understood to have been put into 
effect prior to March 5. These involved the consolidation of existing 
export and import exchange rates at a single fluctuating rate applica- 
ble to authorized trade transactions and to specified invisible trans- 
actions, in a banking market, and the carrying out of other 
transactions in a brokers’ market. On March 5, the Fund had 
received a formal Chilean request for a stand-by arrangement to 
permit drawings up to $37.5 million as part of the $75 million 
stabilization fund that had been recommended to Chile by 
Klein-Saks technical mission, which had been engaged in a study 





market and would not be operated counter to basic economic trends 
but merely to smooth out changes in the market. 

Mr. Southard continued that the Fund Board was scheduled to 
meet on March 9 to consider the draft stand-by arrangement which 
had been made available to the Council. He explained that the 
purpose of the detailed provisions in the draft Chilean agreement 
was to require drawings to be spaced in time and to give the Fund 
the right at appropriate intervals to call for reexamination and 
possibly to suspend drawings. 

Mr. Southard expressed the view that Chile would accept the 
draft agreement and hoped that the Council would authorize him to 
support it in the Fund Board. 

The Chairman reported that a group of United States commer- 
cial banks was prepared to make available $25 to $30 million, which 
would be a second line of reserve after the Fund stand-by arrange- 
ment and would require repayment of drawings at shorter term. 
These banking arrangements would constitute an unsecured line of 
credit to the Chilean Central Bank. He noted that if Chile obtained 
$35 million from the Fund and $25 to $30 million from United 
States banks, there would remain some $10 to $15 million to make 
up the $75 million desired by the Chileans. He indicated that the 
Treasury Department would be willing to negotiate a stabilization 
agreement, using the Exchange Stabilization Fund under appropriate 
conditions as a third line of reserve, to provide this balance of $10 to 
$15 million. The Treasury was impressed by this Chilean stabiliza- 
tion effort, especially since the Chilean Government had employed a 
mission of United States experts and was now endeavoring to follow 
the mission’s recommendations. The Treasury also favored the step- 
by-step arrangements contemplated for the International Monetary 
Fund stand-by arrangement, and was also favorably impressed by 
the agreements recently reached between the Chilean Government 
and United States enterprises operating in Chile. 
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Mr. Prochnow stated that the Department of State supported 
the proposed Fund arrangements and the proposed United States- 
Chilean stabilization agreement. Mr. Holland commented that the 
present situation appeared to offer the best opportunity for stabiliza- 
tion in Chile in the foreseeable future. 

Mr. Overby commented that the Chilean Government was to be 
commended for this effort, but cautioned that a large part of the 
stabilization program remained to be carried out by Chile and that 
substantial and difficult negotiations (with the International Mone- 
tary Fund, the United States banks, and the Treasury Department) 
would have to be completed before the desired stabilization fund 
could be created. He felt, therefore, that it was important that the 
Chilean representatives not receive premature assurances that the 
financial support would be forthcoming. He noted that these finan- 
cial arrangements represented essentially an expression of faith in 
the intentions and performance of the Chilean Government. 

Mr. Marget stated that the Federal Reserve Board of Governors 
supported the proposed arrangements. Mr. Blau® stated that the 
Department of Commerce also favored the arrangements. 

Mr. Waugh expressed approval of the proposed action, and 
ne ee ee 
called on to participate directly in the support of the Chilean 
stabilization effort, since the Bank preferred to reserve its funds for 
loan projects expected to be proposed by Chile. He noted that the 
Bank had loans of about $75 million outstanding in Chile 
Chile had a good record with respect to Export-Import Bank loans. 

Mr. Schaefer® indicated that he favored the proposed action. Mr. 
Zaglits informed the Council that an agreement with Chile under 
Public Law 480 was about to be signed in the amount of $38 
million, pursuant to which the peso equivalent of $28 million would 
be loaned to the Chilean Government. 

The possible implications for the U.S. budget of the stabilization 


The Chairmen commented that the proposed stabilization agree- 
ment would be unusual in that it would not specify an exchange 
rate to be supported. 

The following action was taken: (NAC Action No. 860) 

“1. The National Ad Council advises the U.S. Executive 


Director of the International Monetary Fund that it a ves his 
favorable consideration in the Executive Board of the Fund of the 





* Assistant to the Director, Bureau of Foreign Commerce 
* Special Assistant to the Director of ICA for Finance. 
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Chilean Government's request for a 12 months stand-by arrange- 
rng The National Advisory Councll appa 
2. The National Council favorable consider- 
ation by the U.S. Treasury the Chilean Government's 
request for a United States fahdiatiin Aassoment tn on 
amount of not more than $15 million, with a term of twelve months. 
tte pt ee oe Pay HE 
annum would be applied against the undisbursed 
that the interest rate would be either (a) 32 percent 
Satan te tak year oat tae coaviba remained outstanding and 4)2 
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[Here follows discussion of matters unrelated to Chile.] 





” On March 9, the IMF Executive Board approved a $35 million standby arrange 
ment for Chile. the Generel mpened Ut Gattnmen @ the Exton & 
Santiago in telegram 392, March 9. (Department of State, Central Files, 825.10/3~956) 





393. Editorial Note 


On March 13, Ambassador Beaulac and Chilean Minister for 
Foreign Affairs Enrique O. Barbosa Baeza signed a new Public Law 
480 agreement in Santiago. The agreement, which entered into force 
on June 2, provided for the sale of United States agricultural 
commodities to Chile valued at approximately $34.6 million. For 
text, see 7 UST 1007. 
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394. Letter From the Ambassador in Chile (Beaulac) to the 
Officer in Charge of West Coast Affairs (Belton)’ 





Santiago, March 14, 1956. 


Dear Bu: I have just seen the Department's telegram 355 of 
February 24’ in which the Department expresses its extreme concern 
over the possibility of discriminations against the copper companies 
in connection with the new free fluctuating rate of exchange. 

I will be interested in the background of this telegram since the 
companies are quite accustomed to making such arrangements with 
the Chilean Government, and since the idea of the Government's 
recouping a large part of the windfall that will accrue to the 
companies from the new exchange rate came from Klein—Saks, 
although we can be sure that the Government would have thought 
of it by itself. 
telegram sounds a little extreme to me in the light of the 
tionship between the Chilean Government and the compa- 
and because I understand that it is quite customary for a 
government to want to recoup part of the windfall profits that 
accrue as a result of a change in the exchange rate. 

I am particularly interested in knowing whether any pressure 
was received from the companies in connection with the telegram. 

It was fine to see you in Washington. So far everything seems 





‘Source: Department of State, Central Files, 425.006/2~-1456. Confidential; Offi- 


| 


? Document 390. 





395. Editorial Note 


On April 13, Under Secretary of the Treasury W. Randolph 
Burgess and Chilean Ambassador Mario Rodriguez signed an ex- 
change agreement in Washington “designed to assist Chile in its 
efforts toward achieving increased economic stability and freedom 
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for trade and exchange transactions.” The Treasury Agreement, 
which supplemented Chile’s standby arrangement with the IMF and 
its credit agreements with several private banks in the United States, 
provided that Chilean authorities could if necessary request the 
United States Exchange Stabilization Fund to purchase Chilean pesos 
up to an amount equivalent to $10 million. This agreement was 
officially announced on April 15. The Department of State transmit- 
ted an advance text of the official press release announcing the 
agreement to the Embassy in telegram 452 to Santiago, April 13. 
(Department of State, Central Files, 825.131/4-1356) The press re- 
lease is printed in Annual Report of the Secretary of the Treasury on the State 
of the Finances for the Fiscal Year Ended June 30, 1956 (Washington, 1957), 
page 220. 

A detailed analysis of the Chilean exchange reform program, 
which became effective on April 16, is in Current Economic Developments, 
Issue No. 491, April 17, 1956, pages 11-14. (Department of State, 
Current Economic Developments: Lot 70 D 467) 








396. Memorandum From the Director of the Office of South 
American Affairs (Bernbaum) to the Assistant Secretary of 
State for Inter-American Affairs (Holland)' 


Washington, May 10, 1956. 


JECT 


Recommendation that President Ibahez of Chile be invited to the United 
States in 1957 


It is recommended that you put forward the name of President 
Carlos Ibafiez del Campo of Chile to be invited to the United States 
in 1957 as Chief of State visitor from the Latin American area. 

President Ibaiiez took office on November 3, 1952 for a six-year 
term. He has been personally friendly to the United States since the 
beginning of his term, belying indications during the electoral cam- 
paign that Ibafiez could be expected to adopt anti-US. policies. The 
President has withstood pressures to expand Chile’s trade with the 
Soviet bloc and he has been strongly outspoken in his criticism of 
international communism and communists. On the home front his 





"Source: Department of State, Central Piles, 725.11/5-1056. Secret. Drafted by 

















LA of his position as Constitutional President of a 
true Western democracy; 

2. An of the efforts his administration is making in 
improving economic health and stability of Chile; 

3. A of his Government's and his own firm stand in 
opposition in communism. 


The proposal to invite President Ibafiez should be conditioned 


reform program. Should this effort collapse, or change direction prior 
to the extending of the invitation, it would not be desirable to 
advance this proposal. 





397. Editorial Note 


On July 11, Holland forwarded a memorandum to Dulles, 
entitled “Importance of Present United States Relations With Argen- 
tina, Brazil and Chile.” The memorandum is printed as Document 
214. 




















PRESENT 
The President President Ibahez 
The Secretary of State Foreign Minister Sainte Marie 
Dr. Milton Eisenhower Ambassador M “io Rodriguez 
Asst Secy Holland 


liked to have coins of 10, 20 or 50 centavos in their pocket. The 
President jokingly said that this was true of all peoples. 

The Secretary spoke of the popularity in some parts of the US. 
of the “Cartwheel.” President Ibafiez said that this question was 
under study by experts and by the financial mission. He did not 
know whether it could be put into effect or not, nor did he know 
whether he could obtain congressional support for such a project. 

President Eisenhower then congratulated the Chilean President 
on the vigor with which he was attempting to solve Chile’s econom- 
ic problems, and President Ibafiez after expressing his thanks said 
that this was the only way that such problems could be handled. His 
task was made more difficult by communist infiltration, particularly 
among school teachers but that this problem was being dealt with 
firmly by the Government. 





‘Source Eisenhower Library, Whitman File, International File Secret. No drafting 
officer was indicated on the source text. President Eisenhower was in Panama for the 
Meeting of the Presidents of the American Republics. For documentation on this 
subject, see vol. vi, Documents 109 ff 

















matters relating to defense. Chile had received a small amount of 
help and this equipment was all concentrated in Antofagasta. Chile's 
overall defense position was extremely bad and he would like to 


to be at the expense of something else, even if they had to pay for 


force was essential. They did not want a great deal—some fighters— 














399. Editorial Note 


Assistant Secretary Holland, accompanied by Maurice Bern- 
baum, visited Chile August 1-2 as part of a larger trip to several 
Oscar 


him get prompt action from the IBRD on pending loan requests for 
coal and electric power projects. A memorandum of that conversa- 
drafted on August 10 by William Belton is in Department of 


authorization of the coal mine loans to Chile and that the Interna- 
tional Cooperation Administration approve Chile’s requests for Pub- 
lic Law 480 loan projects as soon as possible. (/bid, Centra: Files, 
825.00/8-256) 

In despatch 100 from Santiago, August 3, the Embassy reported 
on the results of the Holland-Bernbaum visit. “Mr. Holland's visit 
was very timely,” it commented in part. “There had been an almost 
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miraculous transformation since his last visit. The favorable turn of 
events had vindicated the United States Government’s view that, 
while the United States was genuinely disposed to help Chile, the 
main responsibility for lifting the country out of the mire was 
Chile’s. The visit afforded a splendid opportunity to emphasize the 
congratulatory attitude in responsible sectors abroad as a result of 
Chile’s having taken effective steps to face up to her problems. It 
was a good opportunity also for Mr. Holland to buoy up Minister 
Herrera and to encourage the Government to stay on the right, albeit 
somewhat rocky, road.” (/bid., 725.00(W)/8-356) 

On November 1, the IBRD approved a $15 million loan to Chile 
for the development of electric power. For additional information on 
the loan agreement, see International Bank for Reconstruction and 
Development, Twelfth Annual Report, 1956-1957 (Washington, 1957). 





400. Memorandum of a Conversation, Santiago, November 14, 
1956’ 


PARTICIPANTS 


The President of Chile 
The Ambassador 
Vance Brand, Director, Export-Import Bank 


SUBJECT 

Conditions in Chile in General 

After an exchange of pleasantries in which Brand indicated his 
pleasure in being in Chile and the President indicated how pleased 
he was to have him here, Mr. Brand explained that the Export- 
Import Bank has been interested in Chile for a long time. He said 
that as Chile was a good client of the Bank’s and had received a 
number of loans from the Bank, particularly the large one to CAP,’ 
the officials of the Bank liked to come and visit their good clients 
and to enjoy the famous hospitality of Chile. At the very moment 
Mr. Brand said that his engineer was in Concepcidén visiting the 





*Source: Department of State, Santiago Embassy Files: Lot 64 F 87, Economic 
Matters—General. Confidential. Drafted by Lyon. 

? On February 2, 1956, the Export-Import Bank authorized a $3.55 million loan to 
Cia. de Acero del Pacifico, S.A. (CAP) in order to help develop a fully integrated steel mill 
at Huachipato, Chile. For additional information on this and other Bank loans to 
Chile, see Export-Import Bank of Washington, Report to the Congress for the Period 
July-December 1956 (Washington, Government Printing Office, 1957), p. 42. 
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Huachipato plant with respect to a further application for a loan 
made to the Bank. 

Mr. Brand then said that the Bank had been most encouraged 
by the first strong steps which the President and his Government 
had taken to control inflation and he hoped that the Government 
would continue to follow the same line and get the operation “back 
on the tracks”. 

The President indicated that it was his firm intention of doing 
so, but that the road was a most difficult one. The President said 
there were two difficulties in Chile—social and political. When he 
took over office after the Radicals who had been in power for 
sixteen years, the Radicals had been granting labor’s every request. 
As a result nobody wanted to work, and there were strikes about 
everything. They would strike on the slightest pretension. However, 
after several major strikes which the Government had handled 
firmly, this constant threat of strikes had been eliminated and the 
social situation was under fairly good control. 

The political one, however, was different, and Chile was like 
France in that there were far too many political parties. 

Mr. Brand interjected at this juncture that there was one large 
difference. Chile had at its head a strong President, President Ibanez, 
in whom the people had faith. 

The President said yes that in spite of everything the people 
still had faith in him. However, there was far too much “politicing”. 
Congress took years debating laws that should have been passed in a 
few months. There were delays about all sorts of things. Referring 
specifically to the anti-inflation policy, he said that he had received 
a letter accusing him of deviating from his anti-inflation program. 
Actually he believed that the opposition tried to create the impres- 
sion that he was deviating. He replied to this letter and made his 
reply public. He answered point by point the criticisms made and 
proved that he was maintaining his anti-inflation policy. He said 
that he had every intention of following it through to the end. It 
was Chile’s only hope. This published reply had had a good effect, 
he felt. Moreover, he had recently authorized Prescott Carter to 
appear before the Budget Committee of the Congress. He authorized 
Carter to tell everything since he felt that there should be no secrets 
from the people with regard to what the Klein-Saks Mission was 
trying to do. The people deserved this. 

The President said that this had had the worst possible results. 
The political parties which had been supporting the plan said that 
Carter had been far too frank and they had come to the President 
and said that he should dismiss the Minister of Hacienda’ for having 





Reference is presumably to the Minister of Finance, Eduardo Urzua Merino 
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authorized Carter to talk as frankly as he had. The President told 
them that it was not the Minister of Hacienda who had so autho- 
rized Carter. It was he, the President, himself who had authorized 
him. 

The President did feel, however, that in spite of all this rumpus 
that had been created the exposition had made a good impression 
particularly on those opposed to the plan and there were indications 
that certain elements of the parties in opposition were leaning now 
towards favoring the plan. Also the exposition had had a good effect 
throughout the country. 

At this juncture Mr. Brand said that he was glad to hear the 
President say that he was determined to go forward with his anti- 
inflationary campaign, as this was exactly what the bank hoped he 
would do. He then asked the President if the latter intended to 
curtail dollar purchases by Chile in the future. The President did not 
answer quickly. After some little thought he replied that he had 
always been in favor of Chile’s commerce being with its continental 
neighbors both in respect to sales and purchases. By continental he 
also included the United States. The President said that he favored 
this policy since he feared that Chile would be cut off from 
European markets in times of war. No, the President said, he did not 
contemplate reducing dollar purchases. 

Mr. Brand then said that he hoped the President appreciated 
with respect to credits that the Bank felt that too much credit was 
just as bad for Chile as too little credit. For example, the Bank 
would not consider it advisable at this juncture to lend Chile money 
for the purchase of agricultural machinery on a short two to three 
year basis. He mentioned two to three years, Mr. Brand said, for it 
was their custom to limit the loans more or less to the length of the 
life of the equipment offered. In the case of tractors, this was two or 
three years. 

Mr. Brand continued that at a later date when further anti- 
inflationary steps had been taken, it might be possible to make these 
short term loans. To this the President replied that he did not want 
short term funds for Chile, because with the fluctuation of the value 
of copper, Chile could not pay in a short time. 

The President also said that what he was particularly interested 
in was the bank’s help in his agricultural program which required 
new roads, new railroad equipment, new bridge equipment and new 
port facilities. These communication facilities were particularly need- 
ed in Chile. 

The conversation was extremely pleasant and friendly, and the 
President was talkative. However, after making his declarations 
earlier in the conversation about his intention of continuing the anti- 
inflation policy, either by intent or perhaps he did not get the 
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reference, the President did not pick up Mr. Brand’s remark about 
future credits coming available for agricultural equipment only if 
further anti-inflationary steps are taken. 





401. Memorandum From the Special Assistant to the Under 
Secretary of State for Mutual Security Affairs (Barnes) to 
the Deputy Director for Program and Planning, 
international Cooperation Administration (Ohly)' 


Washington, December 6, 1956. 


SUBJECT 
Development of Naval Base in Chile 


This represents a belated reply to your memorandum of July 19° 
in which you requested the views of the Department of State on a 
proposal by the Department of Defense for United States support in 
establishing a naval base at Mejillones, Chile. I also refer to the 
proposed FY 1958 military assistance program for Chile in which the 
Military Assistance Advisory Group to Chile recommended assist- 
ance to the Chilean naval base at Talcahuano. 

In our view the economic situation in Chile is such that it 
would not be desirable to encourage the Chilean Government to 
expend funds for the development of a new naval base. The inabili- 
ty of the Chilean Government to devote any substantial resources of 
their own to such a project is evidenced by the difficulty it is 
experiencing in maintaining the present naval base at Talcahuano. If 
any United States assistance is to be provided, we consider that it 
should be directed toward assisting the Chilean Navy in reorganizing 
and improving the existing naval base at Talcahuano. 

We are not aware of any political factors which would suggest 
the desirability of providing assistance to Chile to develop a new 
naval base at Mejillones. 

Robert G. Barnes’ 





* Source: Department of State, Central Files, 711.56325/11-656. Secret. Drafted by 
Sayre and Barnes. A copy of this memorandum was sent to McGuire. 

* Not found in Department of State files. 

* Printed from a copy which bears this typed signature. 
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402. Telegram From the Ambassador in Chile (Lyon) to the 
Department of State’ 


Santiago, January 5, 1957—1 p.m. 


346. Upon my return Chile* I find psychological atmosphere 
regarding successful pursuit of anti-inflationary program much im- 
proved. Although fundamental problems remain, and there was in 
1956 around 40 percent rise in cost of living, which in other 
countries would be disastrous, there is feeling here that much 
progress has been made. In comparison with around 90 percent rise 
for previous year this is true. 

There continues to be clearly numerous weak spots such as large 
government deficit, rather serious foreign exchange position, more 
than normal unemployment, especially in the construction field, 
President’s irascibility and unpredictability, and uncertainty over 
outcome March elections. But inflation appears definitely retarded, 
the copper picture is favorable, foreign exchange situation is consid- 
ered manageable, and degree unemployment not excessive in context 
inevitable adjustments economy attendant first phase stabilization 
program. 

Outlook elections will not return to Congress majority inalter- 
ably opposed government's program. Financing deficit is major eco- 
nomic problem facing government and calls for new taxes and 
increased administrative economies. If wage increases kept reason- 
able, and there is reason to hope they will be, and government 
workers wages financed by new taxes, deficit financing may be 
avoided and cost living increase in 1957 can probably be restricted to 
about half of 1956. 

This estimate of course presupposes continuation government's 
determination hew anti-inflationary line, continued relative passivity 
labor, and favorable outcome elections. 

In brief picture, while far from being as bright as one would 
like, is considerably better than might have been expected following 
slippage several months ago, plus pre-election attitudes and atmos- 
phere of today. 

Thus 1956 closes with feeling that considerable progress has 
been made and general belief that the line will be fairly well held 





‘Source: Department of State, Central Files, 825.00/1-557. Limited Official Use. 
Cecil B. Lyon was appointed Ambassador to Chile on May 10, 1956; he presented his 
credentials to the Chilean Government on June 15. 

* Lyon had been in the United States for home leave, November 18-December 28, 
1956. 
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until March election, and that after that further progress can be 
made. 





Lyon 





403. Telegram From the Ambassador in Chile (Lyon) to the 
Department of State’ 


Santiago, February 21, 1957—I11 a.m. 


436. Reference proposal invite President Ibanez visit US. Embas- 
sy considers inxportant and timely Ibanez now be invited. He has 
been surprising/y and gratifyingly unwavering in anti-inflationary 
fight, and invitation would constitute our endorsement and support 
Chile’s action this program which can serve as example Latin Ameri- 
ca and rest world. Invitation should also assure continuance program 
after elections and would give lift to Chile’s morale which needed 
this juncture due to decline copper price, difficult nitrate situation 
and general political picture. It would also constitute valuable psy- 
chological counter frequent charges here and other American Repub- 
lics that US more sympathetic hemisphere dictatorships than to 
democracies.’ 

Lyon 





‘Source: Department of State, Central Piles, 725.11/2-2157. Confidential. 

*In telegram 428 to Santiago, March 7, the Department informed Lyon that an 
invitation to bafiez was under consideration, but that a decision was not expected 
before the middle of March. (/id ) 








404. Memorandum of a Conversation, Department of State, 
Washington, April 3, 1957° 


SUBJECT 

Call on the Secretary of State by the Chilean Ambassador 
PARTICIPANTS 

Secretary of State 


His Excellency Senor Mariano Puga Vega, Ambassador of Chile 
Wiley T. Buchanan, Jr. 


The Chilean Ambassador requested an appointment to pay a 
courtesy call on the Secretary, inasmuch as the Secretary was at 
SEATO’ when the Ambassador arrived and presented his credentials. 
He had called on the Acting Secretary of State, Mr. Herter, but had 
not yet met the Secretary. The Secretary granted an appointment on 
April 3rd for this purpose. Between the time the appointment was 
set up and the call was made, the riots occurred in Santiago, Chile.’ 

During what had started out to be a courtesy call, the Ambassa- 
dor began to speak of conditions in Chile which had precipitated the 
riots which occurred yesterday, during last night and some minor 
disturbances today. The Ambassador stated that, in his opinion, the 
riots were caused by the drastic steps taken in his country to curtail 
uncontrollable inflation. The Ambassador further stated that “when 
the horse kicks, it’s often because he is tired and over-worked and 
does not necessarily mean that he is vicious.” 

He made a plea for a “financial injection” to aid his country 
during this crisis and stated to the Secretary that he hoped his plea 
would be sympathetically heard by the proper sources and that 
financial assistance would be rendered. The Secretary assured the 
Ambassador that his comments would be most sympathetically 
heard, but that he could not say what action would be taken. 

Ambassador Puga also made certain remarks which do not 
require elaboration, such as Chile respects and treasures the right of 
private enterprise; approximately 25 per cent of the money earned in 
Chile from copper and nitrates is not returned to Chile, but is capital 
taken out of the country. He considered this to be one of the major 
factors in the unstable condition and inflationary situation in Chile 





* Source: Department of State, Central Files, 611.25/4-357. Confidential. Drafted 
by Buchanan, Chief of Protocol, on April 5. 

* Dulles was in Canberra for the third meeting of the Council of Ministers of the 
Southeast Asia Treaty Organization (SEATO), March 11-13. 

> The Embassy reported on the disorders in Chile in despatch 1030 from Santiago, 
April 5. (Department of State, Central Files, 725.00/4—557) In despatch 1060 from 
Santiago, April 11, the Embassy described and analyzed the background of the 
disturbances. (/bid, 725.00/4-1157) 


























"Source: Department of State, Central Files, 825.10/4-557. Confidential. Drafted 
by Silberstein and John Q. Blodgett of ED, cleared with ED and REA. and approved 
by Bernbaum. 
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stabilization program (and likely make effective contribution toward 
solution or relief Chile’s problems)? 

Specifically require, in addition to what already reported, Em- 
bassy’s appraisal (1) cost of living increases since January 1, 1956 
and prospects for balance of 1957, (2) extent decline real consump- 
tion of working classes, (3) groups wage earners and producers most 
adversely affected, (4) Government's current fiscal situation in some 
detail and prospects balance calendar 1957, (5) programs which 
might be undertaken by GoC meet specific political, economic and 
social stresses if additional (a) peso resources or (b) foreign exchange 
resources were available. 

What are latest estimates gold and foreign exchange holdings 
and prospective earnings for balance of 19577 What expenditures 
anticipated against these earnings for public and private sectors? 
Under what circumstances does GoC contemplate drawings on stabi- 
lization credit? 

In light recent disturbances request Embassy's appraisal pres- 
sures to be expected break or revise present wage ceilings. 

While you may inform GoC that US studying Chilean situation 
sympathetically, should avoid giving impression US has reached any 
decision re ability or willingness extend additional aid. Also might 
indicate outside aid for financing peso needs normally impracticable, 
extremely difficult and least likely be arranged. Dept commends 
your caution with Acting Foreign Minister.’ 





* In telegram 561 from Santiago, April 8, Lyon informed the Department that the 
be 


specific information requested in telegram 489 was in preparation and wouid 
forwarded as soon as possible. (/bid, 825.10/4-657) 
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406. Telegram From the Secretary of State to the Embassy in 
Chile’ 








Washington, April 8, 1957—7:32 p.m. 


493. Department and Defense appreciate GOC concern security 
Santiago area your 552° and natural desire do all possible forestall 
threat renewed uprisings. Department also concerned implications 
this situation for stabilization program and has already manifested 
its interest our 489° doing all possible give moral and if necessary 
and feasible material support insure its success. However GOC 
request introduces new element with implication possible involve- 
ment domestic political struggle. 

Altered concept Chile’s hemispheric defense task deemphasizes 
without eliminating external missions but in any case does not 
envisage utilization MAP equipment domestic struggles unless clear- 
ly linked Communist threat as contemplated Caracas resolution.‘ 
Breach this principle could (1) establish undesirable precedent invit- 
ing other LA requests less deserving of sympathy (2) provide target 
for propaganda exploitation as instance use US arms suppress popu- 
lar movement. 

Location unit for training purposes decision GOC. FYI US does 
not favor transfer unit at this time to new training location. End FYI. 





Preservation of the Political Integrity of the American States Against the Intervention 
of International Communism,” approved on March 28, 1954, - 
American Conference which met at Caracas, March 1 
resolution, see Tenth Inter Amencan Conference Report of the Delegation of the Umited States of 
America with Related Documents (Department of State Publication 5692, Washington, 
1955), pp. 156-158. For documentation regarding the conference 
1952-1954, volume fv, pp. 264 ff 
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pressing request. At your discretion you may indicate US prepared 
supply on reimbursable basis anti-riot equipment. 
Dulles 








407. Telegram From the Ambassador in Chile (Lyon) to the 
Department of State’ 


Santiago, April 9, 1957—7 p.m. 


565. Department telegram 493.’ Called on Acting Foreign Minis- 
ter (Minister Defense) today and conveyed to him gist Department's 
487° emphasizing US good will this matter. Foreign Minister ex- 
pressed appreciation and said he would convey our ideas to Minis- 
ters and President with view formulating long-range plans. | 


equipment. Likewise pointed out location unit for training purposes 
decision GOC but in my opinion no change should be made for at 
least several months. 

Acting Foreign Minister received this information extremely well 
stating he entirely understood our position and would inform Com- 
mandant Army and instruct him make no changes. 

He added he had no doubt of government's eventual success in 
overcoming present difficulties and defeating Communist plans. In 
answer my remark that armored equipment not necessary this end 
he said presence of such equipment here would cause Communist 
collapse. 

| asked whether government had been considering means for 
dealing basic discontent, i.e., poverty of masses of people. Foreign 
Minister said government's entire anti-inflation plan aimed stabiliz- 
ing Chilean currency was for benefit of people. 





Source: Department of State, Central Files, 725.5-MSP/4-957 Secret; Priority 
Supra 


*See footnote 4, Document 404 














to do this although PSP may have thought it could. 





408. Telegram From the Ambassador in Chile (Lyon) to the 
Department of State’ 


Santiago, April 12, 1957—3 p.m. 


579. [Here follows the first part of this telegram containing the 
Embassy's response to the questions raised in Document 405] 

Deptel 489. Possible United States assistance to assure continu- 
ance stabilization program should be considered from two angles. 

First is government's potential need for assistance on budget 
deficit caused by fall copper prices coupled with unforeseen expend- 
itures such as unbudgeted sugar subsidy. If no other alternatives 
practicable deficit would be met by printing press financing. Poten- 
tial wage increase pressure, which will increase in geometric propor- 
tion with further price rises, also has important bearing this problem. 
So far GOC consideration form United States help might take 
limited to balance of payments loans mentioned Part | this telegram. 
Exchange would be sold for pesos to permit continuance imports at 
rate anticipated priot copper price drop at same time yielding addi- 
tional customs revenues. Although assistance this nature may be- 
come essential before end of year, Embassy fears if it came now it 
might relieve pressure on government to such extent that fight for 
increased progressive taxes and government economy would not be 
vigorously pursued. For this reason Embassy prefers some short-term 


* Source: Department of State, Central Piles, 625.10/11-1257. Confidential 
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mentioned the Treasury, Export-Import Bank, IBRD, and IMF as 
other members of this general community. He commented that 
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cerned over the recent disorders and have since been studying 
Chile’s case almost continuously. Mr. Rubottom said, however, that 
there seems to be some feeling among members of the group that 
Chile itself may not be pursuing the course suited to its own best 
interests. Preoccupation with the budget-balancing or balance-of- 
payments loan may even be somewhat prejudicial to Chile’s long- 
term developmental program. 

Ambassador Puga asked how this could be. He stressed the very 
real emergency facing his Government and said that this might be 
greater than the State Department realized. He emphasized the 
current need for emergency credits and said that these were—and 
should be considered—separate and distinct from contemplated cred- 
its of a developmental character. Mr. Rubottom said that they could 
not be separated completely. He pointed to the inevitable effect of 
any loans—emergency or otherwise—upon Chile’s credit capacity 
and future ability to repay. Ambassador Puga replied that no matter 
how good risks Huachipato, ENDESA, Chile’s nitrate industry, and 
other loan recipients might appear, there could be no better guaran- 
tor vi sedic repayment than a healthy balance of payment. The 
emergency loan now sought would directly benefit and strengthen 
Chile’s balance of payments. 

The Ambassador went on to point out that there existed a 
precedent for such a balance-of-payments loan. He said that in 1949 
the United States had loaned Chile US$ 25 million for this purpose.” 
Only US$ 23 million of this amount had actually been drawn upon, 
and in the eight years since then some US$ 13 million had been 
repaid. He said that a loan now of US$ 40 million repayable over ten 
years would not be an undue burden upon Chile’s capacity to repay. 
Ambassador Puga said that the dollars would benefit Chile’s balance 
of payments and the pesos arising therefrom would go into a large- 
scale housing project. The latter would have enormous social, politi- 
cal, and economic benefit. It would win the support of the working 
classes and more than pay for itself in greatly increased productivity. 
Mr. Bernbaum suggested that it might be inflationary by creating 
increased purchasing power and increased demand for goods. The 
Ambassador said that this could be controlled. 

Ambassador Puga said that the same Klein-Saks now operating 
in Chile had faced the problem of subsidies in Peru. There it had 
eliminated subsidies and at the same time recommended a 25% 
increase in wages. In Chile, when eliminating subsidies, Klein—Saks 
tried to maintain or even cut wages. He said that this generated very 
strong popular resistance. Some way had to be found to continue the 
subsidies, and the US$ 40 million would make this possible. Mr. 





* For documentation on this subject, see Foreign Relations, 1949, vol. , pp. 588 ff. 
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Bernbaum asked what would happen after the US$ 40 millions were 
used up. The Ambassador said that something had to be done so 
that the Government would find it possible to continue with the 
stabilization program. Mr. Rubottom said that while some mistakes 
might have been made in the past, the progress achieved under the 
program certainly warranted going ahead with it. He said that 
speaking frankly and as a friend of Chile he merely wished to call to 
the Ambassador’s attention a feeling in some quarters that a large 
emergency loan might not be the best solution under present cir- 
cumstances. The Ambassador said that he appreciated Mr. Rubot- 
tom’s frank and well-intentioned statements. He reiterated his 
conviction that the situation in Chile was more serious than was 
realized. In closing, he pointed out that developmental !oans were all 
to the good but that they brought Chile capital goods rather than 
the cash in hand which was needed at the moment. 

After leaving Mr. Rubottom’s office, Ambassador Puga invited 
Mr. Bernbaum’s comments upon the conversation just completed. 
Mr. Bernbaum suggested that Chile might not be making the best 
case for itself. By emphasizing immediate emergency loans in many 
quarters it might be prejudicing its own case. He said that the State 
Department tended to be in the position of Chile’s advocate. Even- 
tually it might have to argue for or defend certain credits to Chile, 
therefore it was interested in having the best possible base from 
which to work. As an advocate, it felt in a position to suggest to its 
potential client the way in which best to prepare its case. He said 
that some representatives of financial institutions in Washington 
were inclined to feel that slack remained to be taken up in Chile’s 
credit structure. They adduced the fact that 58% of all credit was 
utilized by the private sector of the economy and 42% by the public 
and felt that if subsidy continuation proved politically unavoidable, 
the inflationary tendency of the resulting deficit might logically be 
compensated for by further contraction of credit in the private 
sector. This, combined with other admittedly unpleasant but never- 
theless indicated steps like additional taxation and governmental 
economies might permit the resolution of Chile’s anticipated deficit 
condition without the necessity of foreign loans. Mr. Bernbaum 
emphasized that he was not speaking of final judgments but only of 
attitudes which he and Mr. Rubottom had noted developing in 
various quarters.‘ 





*Puga returned to Chile on April 21. The following day, Lyon spoke with him 
regarding Chile’s financial situation. According to a memorandum of that conversa- 
tion, drafted by Lyon, Puga viewed the situation “as extremely black.” “The sum and 
substance of his arguments,” the memorandum noted, “are that Chile desperately 
needs help at this time in the way of a political loan and is unable to get it, it 
appears, from the International Bank or the Export-Import Bank. He hopes, therefore, 
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410. Letter From the Ambassador in Chile (Lyon) to the 
Acting Assistant Secretary of State for Inter-American 
Affairs (Rubottom)' 





Santiago, May 14, 1957. 


Dear Dick: In addition to the telegrams and despatches we 
have sent about the local situation, I think it may be useful if I give 
you a little of my own thinking, less formal as it were. 

As you know, I am perennially optimistic. | think one has to be 
in our work and it is lucky | am for at present I view the situation 
in Chile through rather pessimistic eyes. 

Things were going very well until about last August. Although 
business people, bankers and the like were opposed to certain 
aspects of the anti-inflation fight, largely because it was hurting 
their pockets, it was really succeeding. Then when President Ibanez 
impetuously got rid of the Minister of Finance, Herrera, who had 
become the symbol of the anti-inflation fight, confidence was gener- 


budget for 1957 that was generally in balance for the first time in 
years 


Since then our troubles have been increasing, but with all, | 
think we could have been almost certain of victory if a series of 


of about 30 million dollars. Added to this the nitrate business is in 
an appalling condition and will have to be carried by the banks until 
the effects of the recent Eximbank loans begin to be felt—about two 
years hence Also there has been a terrific drought this year resulting 
in extremely poor harvests and the need for large advances by the 
banks to carry the farmers 

We thus face a fiscal deficit carried over from last year now 


The result is obviously general dis ontent which is not dimin- 
ished but increased among the political parties supporting the Presi - 





that the State Department will be able to encourage one of these institutions to make 
a political loan.” (Department of State. Santiago Embassy Files Lot 64 F 87. Economic 
Matters—General) 

‘Source: Department of State, ARA Files Lot 60 D 67 Confidential Offi 
cial-Informa! 
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dent by the President’s unpredictable actions. Business has declined 
during the past year and unemployment has increased to a greater 
extent. All of which in the face of coming elections is not a pretty 
picture. 

On the positive side of the ledger there has been a definite 
slowing down in the increase in the cost of living and although as I 
said above, while last August bankers and businessmen were still 
opposed to the fight against inflation, it is nowadays pretty broadly 
accepted as a good thing which must be continued. 

Chile now enjoys a free exchange and many of the subsidies 
have been stopped and others are to follow. Eximbank loans are 
slowly trickling this way, and the President demonstrates a determi- 
nation to go through with the anti-inflation policy. 

The one fly in the ointment is that President Ibafiez has let 
down the Conservative and Liberal parties who have been support- 
ing his policies so many times that they are pretty well fed up, 
particularly as both are politically “opposition” parties. 

For the first time in months the Klein-Saks Mission seems 
defeatist in outlook and insists the only way the situation can be 
saved is by a large (about $40 million) loan from U.S. banks. 

I do not think we should look at the situation quite so gloomily, 
though | admit it is precarious. If, by any chance, the price of copper 
should again rise the situation could quickly change. Things change 
very quickly in Chile. They can go from good to bad or vice versa 
with extraordinary rapidity. 

Another hopeful possibility is that the political parties which 
have been supporting the President will again get behind him. At 
present conversations with this end in view are being carried on 
between the ex-Minister of Interior’ and the leaders of these parties. 
(I sent a memorandum of conversation covering this about ten days 
ago.)’ Should some arrangement be reached and the President, at 
their behest, install a cabinet which would renew confidence in the 
country, the whole situation might change over night, as it were 

In any event people will become so interested in the next 
presidential election very shortly that they will forget about their 
present woes in anticipation of future possibilities and thus a period 
of comparative tranquility might ensue However, one cannot be so 
foolish as to count on miracles and the odds are very definitely 
against us at the present time. | think you ought to know that, so 
you and the lads in the Department will be sympathetic to any 
proposals which are made with a view to holding the line here. | do 
not for a moment mean to imply you have not been so, but | want 








Roberto Infante 
‘Not found in Department of State files 
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you to know that the sky is heavily laden with clouds and whether 





it really pours or they pass on largely depends on how the wind 
blows. We may have an opportunity of helping that wind. 
Elsie joins me in best wishes to you and Billie. 
As ever, 
Cecil 





411. Memorandum From the Acting Assistant Secretary of 
State for Inter-American Affairs (Rubottom) to the 
Assistant Secretary of State for Economic Affairs 


(Kalijarvi)’ 


Washington. June 4, 1957. 
SUBJECT 
Chilean Stabilization Program 


explained to me here, that the Chilean stabilization program is in 
serious danger of failure unless outside assistance is made available 
soon to Chile. 

At the heart of the problem is the budgetary situation. Several 
unforeseen factors have increased budgetary needs since the original 
budget was promulgated, while revenues have been less than antici- 
pated, largely the effect of the precipitous drop in copper prices 
Probably the situation could have been substantially ameliorated had 
even if the Chilean Government were to institute at this time all the 
corrective measures recommended by the Klein-Saks Mision, it 
appears that there would still be a budgetary gap th’: year of 
approximately 20 billion pesos, roughly equivalent to the short-tfall 
in copper revenues. The Government has already begun substantial 
deficit financing which if continued will, in the opinion of the 
lization program 

It has been suggested that, in these circumstances, Chile draw 
on the already existing exchange stabilization fund However, the 
Government and the Klein-Saks Mission believe that this would be 
an admission of crisis which could have dangerous psychological 


Source Department of State Central Files 825 10/6457 Official Use Only 
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effects. Moreover, they fear that utilization of this short-term credit 
at this time would prejudice Chile's chances of obtaining badly 
needed long-term development loans which the IBRD is now active- 
ly considering for Chile. They also hold that the purposes for which 
this drawing would be made are not consonant with the letter and 
spirit of the Standby Agreement with the IMF (Paragraphs 2 (B) and 
(C) of the Agreement). 

The head of the Klein-Saks Mission in Chile, Mr. Carter, is now 
in Washington presenting the case for a United States Government 
loan to Chile. | anticipate that we will shortly be receiving a formal 
request for a loan from the Chilean Government. As you know, the 
Chilean Ambassador has already broached this possibility to the 
Export-Import Bank. While we do not accept all of Mr. Carter's 
reasoning or necessarily agree that a loan as large as he had indicated 
is required, | do believe that the Chilean stabilization program has 
indeed reached a critical point and that some assistance from the 
United States is indicated. The overall momentum in Chile so far has 
been favoring the ultimate success of the stabilization program and 
speculative activity bred by an inflation psychology has been signifi- 
cantly curtailed. Once the program begins to evidence signs of 
deterioration, this momentum could rapidly take the opposite direc - 
tion. Failure of the Chilean effort, which appears to be a real danger 
at this time, would severely impair any possibilities of putting into 
operation in the future similar stabilization programs in other Latin 
American countries 

Members of my staff have been discussing this problem with 
your staff. An ARA proposal was embodied in a paper circulated on 
May 21, a copy of which is attached’ Since | hope that an 
agreement with Chile could be worked out to be effective for the 
second half of 1957, | would appreciate having your views on our 
proposal or other suggestions you might have for confronting the 
present financial situation in Chile We recognize. of course, that any 
assistance which might be extended Chile at thus time would have to 
be joined to firm commitments on the pert of Chile to institute 
necessary corrective measures 








' The attached paper drafted by Albert Post of REA contained 2 detailed plan to 
revive the Chulean statehzaton program not printed 
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412. Memorandum of a Conversation, Department of State, 
Washington, June 13, 1957° 





SUBJECT 
Restrictions on Chilean Exports of Copper Wire 
PARTICIPANTS 


His Excellency, Mariano Puga Vega. Ambassador of Chile 
Mr Rubottom—ARA 

Mr Turkel—REA 

Mr Devine—OSA/W 


Following a conversation upon another subject, Ambassador 
Puga said that he regretted the necessity of bringing up a somewhat 
unpleasant matter. He referred to the restrictions upon Chile's ex- 
ports of copper wire under six millimeters in diameter Ambassador 
Puga noted that the United Kingdom and other European countries 
were free to export this type of wire to the Soviet Bloc but that 
Chile was not. He said that in view of the currently reduced level of 
industrial activity in Chile, the Government and the Ministry of 
(normally fabricating up to 20,000 tons of copper products annually) 
to remedy this situation by obtaining equality of treatment. He 
noted that the United States had asked Chile to postpone authoriz- 
ing such shipments pending the outcome of current discussions 
aimed at restoration of the international embargo The Ambassador 
and that meanwhile other countries continued to make such ship- 
ments. He asked that Mr. Rubottom take a special interest in this 
matter and attempt to secure equality of treatment for Chile 

Mr. Rubottom said he was aware of this situation and would 
look into it again He recalled that only recently a communication 
had come in from the Embassy in Santiago bearing on this same 
days Ambassador Puga earnestly requested Mr Rubottom to take a 
special interest in expediting a fair solution of this lingering probiem 
Mr. Rubottom said that he would certainly do so Ambassador Puga 


‘Source Department of State. Central Piles. 460 25°/6-1957 Secret Drafted by 
Dewvune 
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13. Letter From the Assistant Secretary of State for Inter- 
American Affairs (Rubottom) to the Ambassador in Chile 


(Lyon) 


Washington. june 22. 1957 


Dear Cecn Billy and | leave tonight for Central America and 
Panarna to be gome two weeks In haste, | wish to take up two 
matters with you 

First. you have received two letters regarding President Ibatez 
visit which were discussed with me but you should have my views 
Frankly. | am reluctant to approve a visit by him although it is still 
scheduled for December and | shall take senously your final recom. 
mendation. not later than july 15. Much better reasons can be 
adduced for inviting President Siles of Bolivia or President Lemus of 
El Salwador | beliewe that we can sell the Secretary and President on 
a change if we decide to recommend it However, | definitely want 
to keep Ibafher as 2 bird im the hand rather than give up a Latin 
Amerikan visit entirely at least until you make your recommenda 
tion. If that is negative. we shall redowble our efforts to have a 
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Frankly, | like Turkel’s approach to the problem and have given 
him plenty of rope to try to get it across. | never could quite accept 
first Puga’s and then Carter's flat insistence on 40 million dollars, 
especially since Puga arrived at that amount within less than a week 
after the March turbulence 


assistance 
We have given both of these matters; the presidential visit and 
the credit, the most careful study, as we have all matters relating to 


which you have come to feel. we do not have a more attractive 


RR. Rubottom, fr.’ 
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414. Letter From the Ambassador in Chile (Lyon) to the 
Assistant Secretary of State for Inter-American Affairs 
(Rubottom)' 





Santiago, July 11, 1957. 


Dear Dick: Harry leaves this afternoon and | think his visit has 
* He arrived with some very definite ideas and has now 


that the situation is extremely serious and getting daily 
the continual fall in the price of copper, and that if a 
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id time and again, | believe that to let this anti- 
inflation campaign go by the board now would be tragic. | think it is 
of supreme importance to Chile, and think it is of certain importance 
to all the American Republics, and | think it is of considerable 
importance to the United States 

After all, in addition to the political importance cf the cam- 
paign. there is American capital of toward $1 billion invested in this 


he certarn people in Washington. wants to have the Monetary Fund 
stand-by credit weed i beliewe Sam Waugh urged that this be dome 
The Kiein-Saks Mission is very opposed to this. and | know that 
that stand-by credit ower the past years has attained 2 certain sura 
of umtouchability and it might have certain bad pi ychological ef 
fects if Chile were to draw on it at this lete date This i¢ also the 
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risk of reversion to the former policies if the inflation 
element again takes control would be a tragedy | do not care to 
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In summary, | think it absolutely essential to the future rela- 
tions of our two countries that some aid be forthcoming at this 
juncture. | am prepared to put every ounce of support | have into it. 
I know you and the others in the Department will do likewise. 

With best wishes to Billie, in which Elsie joins, | am 

Yours as ever, 








Cecil 





415. Telegram From the Ambassador in Chile (Lyon) to the 
Department of State’ 


Santiago, fuly 12. 1957—10 pm 


he 
survive with 25 million if he gets first installment quickly, by end of 
july. If he doesn’t have some help by August. he will drown 


He read me cable just recetwed from Puga describing interview 
with Secretary in which letter indicated awaiting Turkel’s return 
make decmmon and difficulty of persuading banks 

Mbruster determined have balanced budget next year and getting 
all facts to present Congress 

| am convinced statilizamon effort camnmot continue in absence 
sserstarce approximate dimensions mentioned above | do not want 
t© fe constructive gains anti-inflation program lost Looking at 
broad pecture bere incheding (1) umproved climate for major Ameri- 
Cam investments dunng pest two years. (2) many courageous acts this 
government has taker to acteeve statihzaton including most recent 
politically dangerous removal subsidies. and (3) the many extremely 
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Secretary of State’ 
Washington, July 18, 1957. 
SUBJECT 
Report on Trip to Evaluate Chilean Economic Situation 
Ds — 


As pointed out to you by Ambassador Puga, the Chilean stabili- 
zation program is now rapidly approaching a critical phase. Severe 
declines in the price of copper since February and other factors have 
combined to produce a dismal balance of payments outlook. Re- 
serves are down to $5 million. The budget situation is even more 
precarious. The Chileans got through the first half of this year 
without galloping inflation only by using $20 million in reserves and 
$15 million of our PL 480 money. Even so, money supply and prices 
rose 15%. The stabilization program is now in jeopardy because no 
further cushion is available. 

The Chileans have been pleading for $40 million in aid. As a 
result of my recent trip, in which I had long conferences with 
private experts and Government officials, including the President, | 
came to the firm conclusion that $25 million is needed to supple- 
ment Chilean efforts at self-help. More than $25 million will remove 
the spur so to perform that they will not return next year for aid. 
Less than $25 million will not be adequate to give a fair chance of 
success. The Chileans would, I believe, accept $15 million in Exim- 





‘Source: Department of State, ARA Files: Lot 59 D 573, Chile 1957. Official Use 
Only 

















844 Foreign Relations, 1955-1957, Volume VII 











bank funds and $10 million of IMF money, spaced out to permit 
checking on their performance. 

After last April’s riots, we publicly announced support of their 
stabilization efforts. If now we fail to give Chile any support, their 
only recourse is to the Fund. That aid, I believe, will be inadequate 
and the Government will again start printing currency to meet its 
bills. The price wage spiral will start and run-away inflation begin. 
Then the new unified exchange rate system will break down. When 
this happens the copper companies probably will again bear the 
brunt of discriminatory rates. 

U.S. investments in Chile constitute nearly $1 billion. Under the 
favorable climate of the stabilization program and of a new copper 
law, the existing copper companies have been expanding and Cerro 
de Pasco is starting. The nitrate and even the power and telephone 
industries are planning expansion. A new favorable petroleum law is 
in the offing. The statist trend of the economy has been reversed. It 
would be a shame to permit the collapse of the stabilization effoit. 
Latin America is watching this experiment closely. 

Ambassador Lyon has just arrived from Santiago and will short- 
ly see Mr. Waugh and the Board of the Eximbank. The IMF is 
already moving very helpfully in this matter. 


Recommendation: 


At the moment there is nothing special for you to do.” 





2A handwritten note on the source text indicates that Rubottom discussed this 
memorandum with Dulles orally and did not leave it with him. 
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417. Memorandum of a Conversation, Washington, July 31, 
1957' 


SUBJECT 
Ambassador Puga’s Views on Contemplated Financial Assistance to Chile 
PARTICIPANTS 


Senor Mariano Puga Vega—Ambassador of Chile 
Mr. Rubottom—ARA 


Following a conversation upon another subject, Ambassador 
Puga brought up the contemplated financial assistance to Chile.* He 
said that he feared this had been considered wholly on the economic 
and perhaps even the financial plane. He said that the political 
problem involved had been resolved badly and seemed to him to 
have been afforded little or no consideration. 

Ambassador Puga pointed out that in response to Chile’s urgent 
request for $40 million, only $12.5 millions were being made avail- 
able by the United States. He recognized that another $12.5 million 
drawing upon the IMF was contemplated but said that this had 
always been available anyway. He said that the Chilean public does 
not distinguish between the Eximbank and the United States Gov- 
ernment and that it will think only in terms of a request to the 
United States which has gone largely unanswered. 

The Ambassador said that Chile was making a real effort under 
the stabilization program. He recounted having heard only recently 
from relatives in Santiago who were appalled at the increase in the 
price of sugar which had just been necessitated by the elimination of 
the corresponding subsidy. The Ambassador said that Chile had a 
very real need for substantial assistance and that $12.5 million was 
inadequate to the task at hand. 

Ambassador Puga noted that the Government of Chile had 
wished to preserve the $75 million stabilization fund untouched as a 
symbol of stability which would engender public confidence. Now it 
was being asked to draw down $12.5 million thereof. The Ambassa- 
dor said that this would inevitably be only the first of several 
drawings. To demonstrate this he recounted Chile’s dollar availabili- 
ties. He said that normally, as the basic pillar of its economic 





' Source: Department of State, Central Files, 825.10/7-3157. Confidential. Drafted 
by Devine. 

?On July 24, the Export-Import Bank informed Puga of its willingness to extend 
$12.5 million in exchange credit for the purchase of essential U.S. capital goods. The 
Department reported this decision to the Embassy in Santiago on July 25 in telegram 
63. (ibid., 825.10/7-2557) 
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stability, Chile has a gold reserve of approximately $42 million. Now 
it was preparing to pledge $15 million of this all-too-slight reserve 
as a means of securing a loan from the Federal Reserve. He pointed 
out that the $10 million borrowed from First National City Bank of 
New York would run out in 90 days and would have to be repaid 
then, or at best after an extension of another 90 days. Similarly, the 
Federal Reserve loan would have to be repaid after 90 days—or if it 
could be renewed one or more times—within a year at best. The 
Ambassador pointed out that these repayments would almost neces- 
sarily have to be met by drawing the money from the stabilization 
fund. He noted that this totalled up to drawings of $37.5 million on 
the fund within the course of a year. Even the Eximbank and IMF 
amounts of $12.5 million each, he said would be coming due sooner 
than convenient. Ambassador Puga said that Chile had come to the 
United States asking for $40 million on long term and would now 
come away with only $12.5 million on short term. He expressed a 
personal feeling of considerable disappointment. 

Mr. Rubottom said that he was very sorry to see Ambassador 
Puga take this attitude and express so strong a feeling of disillusion- 
ment. He said that the Ambassador was wrong in thinking that the 
political aspects of the question had been ignored. Mr. Rubottom 
said that these had been very much taken into account. He recalled 
that ever since this matter first came under discussion, the Depart- 
ment of State had been reluctant to consider the $40 million figure 
as a magical or unquestionable one. He said that very careful studies 
had led this and other agencies of the United States Government to 
the considered conclusion that $25 million would cover Chile’s most 
pressing needs and enable it to press ahead with the stabilization 
program under which so much progress had been achieved. He noted 
Ambassador Puga’s contention that only $12.5 million assistance was 
being extended but said that he felt the more accurate figure was 
$25 million. The Ambassador interrupted to say that he wished Mr. 
Rubottom could convince him of this. 

Mr. Rubottom said that this was only one chapter in a book 
that was still unfolding. He said that when Chile initiated its 
stabilization program and a $75 million fund was provided to assist 
it, this was in effect the first of various chapters. He noted that 
although Ambassador Puga and many Chilean Government officials 
appeared to consider the fund untouchable, this had never been the 
understanding of most people here in Washington. Mr. Rubottom 
went on to say that when Chile got into difficulties in March of this 
year and began to foresee a need for external assistance, this might 
be considered as the second chapter. Now, said Mr. Rubottom, as a 
further demonstration of its support, the United States had just 
indicated it was prepared to make available an additional amount of 
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dollar assistance. This was the third chapter. Regarding the future, 
Mr. Rubottom said that there were certainly additional chapters in 
the story but said that neither he nor anyone else could accurately 
foretell what they would bring. 

Ambassador Puga agreed with Mr. Rubottom’s general ap- 
proach. At the same time he reiterated his concern for the public 
reaction of the moment in Chile. He said that within the past 24 
hours he had been phoned from Santiago by Mr. Rene Silva of £/ 
Mercurio. Mr. Silva had told him that the rumor was circulating that 
loan assistance to Chile would be only in the amount of $15 million. 
In reply to Mr. Silva’s inquiry, Ambassador Puga said that he had 
only given him general assurances that Chile’s case was receiving 
favorable consideration. The Ambassador quoted Mr. Silva as having 
been ready to interpret any such small amount as practically a 
demonstration of disagreement and lack of cordiality. 

Ambassador Puga said that what he was expressing to Mr. 
Rubottom was of course only his own personal feeling and not what 
he had transmitted to his Government. He said that in relaying to 
Chile for consideration of the Minister of Finance the proposal 
recently received from the Eximbank, he had acted correctly and 
impartially and had merely stated that as a result of their studies, 
Washington agencies considered that $25 million was sufficient to 
meet Chile’s needs. At the same time, the Ambassador said he 
earnestly hoped that if there were any way to bring about a 
reconsideration and increase in the amount of the loan on the basis 
of the important political factors involved, that Mr. Rubottom would 
endeavor to do this. 

Mr. Rubottom repeated his earlier statement that ample consid- 
eration had already been afforded all aspects of Chile’s case— 
including the political—but said that Ambassador Puga should rest 
assured that Chile’s problem continued to receive careful and sym- 
pathetic attention. 

During the course of the meeting, Mr. Rubottom referred to the 
problems which inevitably ensue when negotiations are held under 
the glare of publicity and, especially, when specific amounts for 
possible loans are mentioned. He said that it is much better for both 
sides to avoid mentioning amounts until the negotiations have been 
completed. The Ambassador at first dodged Mr. Rubottom’s state- 
ment but before leaving carefully pointed out that he had not 
mentioned any exact figures in spite of the constant pressure which 
the press had put on him.’ 





>On November 4, Ambassador Puga and officials of the Export-Import Bank 


signed the $12.5 million loan agreement. The Department reported this development 
to the Embassy in Santiago in telegram 284, November 7. (/bid., 825.10/11-757) 
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418. Current Economic Developments, Issue No. 527, 
September 3, 1957’ 


{Here follow a title sheet and discussion of unrelated matters.] 
Chilean Stabilization Program Facing Further Difficulti 


The Chilean economic stabilization program which was initiated 
in late 1955 is facing serious difficulties this year as a result of 
emerging economic, political and social difficulties. Internal financial 
controls have led to some cutbacks and unemployment, particularly 
in the textile and construction industries. Dissatisfaction with the 
program and opposition to various measures has increased and made 
more difficult the implementation of further measures necessitated 
by unfavorable economic developments. A continuing decline in 
copper prices, which adversely affects foreign exchange receipts and 
tax revenues, indicates prospective further increase in inflationary 
pressures. This could result in the present economic policies being 
changed out of political necessity by the government or by a change 
in government following next year’s Presidential elections. The Chil- 
ean Government has requested US balance-of-payments aid of $40 
million to meet anticipated payments deficits this year and at the 
same time to generate local currency for use in meeting the budget 
deficit and in financing a housing program to relieve the recession in 
the construction industry. The request has been met by credits from 
the Eximbank and the Federal Reserve Bank of New York and an 
International Monetary Fund drawing. 

Background The Chilean stabilization program, which was under- 
taken in December, 1955, by *he Government of President Ibanez 
with the advice and assistance of the American economic consulting 
firm of Klein and Saks, was fairly successful during 1956 in reducing 
the rate of inflation and encouraging foreign public and private 
investment in the Chilean economy. The program has been endan- 
gered this year by prospects of serious deficits and increased infla- 
tionary pressures, partly as a result of the effects of the decline in 
copper prices which far outstripped the Chilean Government's ef- 
forts to base revenue estimates on what seemed a conservative price 
for copper. The Chilean budget has been based on an estimate of 35¢ 
a pound for copper, but prices declined to an average of 32¢ the first 
quarter this year and have since fallen another 2/2. Since, as a 
general rule of thumb, a 1¢ drop in copper prices results in an 
exchange loss of $6 million in a year and loss of the peso equivalent 





*Source: Department of State, Current Economic Developments: Lot 70 D 467. Confi- 
dential. 
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of $7.5 million in revenue, the persistent decline had necessitated 
considerable measures both to facilitate long-run adjustment and to 
meet prospective serious deficits this year. (See page 26, March 5, 
1957 issue.) 

Opposition to Program The prospects of successful maintenance of 
the stabilization program this year and until the Presidential elec- 
tions next year dimmed in recent months. General dissatisfaction 
with the stabilization program mounted despite the fact that the 
program had improved the lot of the Chilean worker or at least 
prevented the further deterioration which would have occurred in its 
absence. This growing dissatisfaction is attributable to increasing 
unrestrained political opposition to the Government on the part of 
opposition parties with an eye to 1958 Presidential elections. It is 
also due to the Government’s failure to explain its measures ade- 
quately to the public. Students and workers rioted in protest against 
nominal increases in bus fares in April which the Government had 
announced earlier but vacillated in implementing. The strength of 
the Government in implementation of its program was further 
weakened by a Cabinet crisis in early July which resulted in resigna- 
tion of Ministers who had opposed scheduled price increases as an 
essential part of the stabilization program. The revenue outlook of 
the Government has failed to improve as copper prices continue to 
decline, and further revision of expenditures and of tax measures has 
been necessitated in hope of making the success of the stabilization 
program generally evident before elections and thus preventing re- 
versal of present economic policies or emergence of an undesirable 
government. 

Prospective Deficits The Chilean Government estimated that its 
budget deficit at the end of this year would be some 39 billion 
pesos. (The free banking rate is 660 pesos to the dollar.) Proposed 
domestic measures for this year would meet part of the deficit and 
leave a 24 billion peso gap. Despite considerable opposition, the 
Government removed subsidies from many items in July which, 
although resulting in an increase in prices, will help to reduce the 
prospective budgetary deficit by reducing expenditures and the Gov- 
ernment has requested various taxes for increased revenue this year. 
Some of the budgetary relief afforded by the renewal of subsidies 
was, however, nullified by a simultaneous increase in family allow- 
ances. 
The 1958 budget being submitted to Congress is balanced at 322 
billion pesos and based on 26¢-a-pound copper. However, an esti- 
mated 20% wage increase, which is to be proposed, is not included 
in this budget and will cost another 30 billion pesos. This would be 
covered by a new tax bill which was introduced into Congress early 
in August, but the Executive fears that the Congress will approve 
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taxes yielding only 20 billion pesos. The Government now plans to 
submit the budget and wage increase bills to the legislature before 
the taxes are finalized in an attempt to force the Congress to achieve 
a balance. 

In an effort to adjust to the long-run situation, the Government 
has taken various steps to develop other industries and exports. A 
special study by the Chilean Government of the ailing nitrate 
industry made early this year considered loans to the industry and 
revision of the exchange rate. The Klein-Saks mission felt that these 
measures would endanger stabilization but made a subsequent study 
and developed various possibilities of strengthening the industry. 
The Eximbank had authorized loans in July, 1956 totaling $27.8 
million to the two leading nitrate producers, nearly all of which is 
still unspent. The International Bank in July this year granted a 
$21.8 million loan for development of the coal industry and another 
loan for rehabilitation of the railways has been under negotiation. 
President Ibanez recently accepted an Italian bid for the electrifica- 
tion phase of the railway program after reaching an understanding 
with the Bank as to subsequent refinancing. 

Request for Aid In order to n.eet the remainder of this year’s 
foreign exchange and budget deficits the Chilean Government and 
the Klein-Saks mission came to the conclusion that foreign assist- 
ance was needed. The Government requested and the Klein—Saks 
mission recommended $40 million from the US during the rest of the 
year in the form of an Eximbank balance-of-payments loan. In 
requesting a loan from the Bank, Chilean officials stated that sug- 
gested assistance from the International Monetary Fund would be 
helpful if it were available on the same terms as the Eximbank 
might offer, including the authority to use the peso product of the 
loan to balance the budget, but it felt that such terms from the Fund 
would be unlikely. 

The US expressed sympathy and interest in the Chilean eco- 
nomic difficulties but pointed out its concern over increasingly 
unfavorable reaction in financial circles to the requested loan which 
could prejudice prospects of developmental credits essential to the 
long-run program, as all loans are related directly to and affect the 
nation’s credit capacity. The US also urged that further domestic 
measures be taken to decrease prospective deficits this year. Favor- 
able decision has been reached by the Eximbank Board of Directors 
on a loan of $12.5 million for the purchase of capital goods contin- 
gent upon the prior drawing of $12.5 million by Chile under its $35 
million standby arrangement with the IMF. (The standby arrange- 
ment had been granted at the outset of the stabilization program and 
renewed earlier this year along with $30 million from private US 
banks and $10 million in a US Treasury exchange agreement.) The 
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Eximbank loan is also made contingent upon certain commitments 
by Chile to establish and to some extent to achieve well-defined 
goals in the credit, monetary and exchange fields believed essential 
by the IMF and the Eximbank to insure success of the stabilization 
program. The loan would be repayable in 12 quarterly installments 
beginning January 1, 1959 and would bear interest at the rate of 
542%. Simultaneously with approval of the $12.5 million Eximbank 
loan and the decision to draw $12.5 million of the standby, the 
Government of Chile also arranged to borrow $15 million from the 
Federal Reserve System by pledging part of its gold reserves as 
security. 

Also under consideration by the Chilean Congress at present is a 
loan agreement covering the peso equivalent of $29.41 million arising 
from the latest PL—480 sale of surplus US agricultural commodities. 
This amount includes $1.16 million which was recently added to the 
loan earmark in response to a Chilean request ihat the loan compo- 
nent be increased from 80% to 85% in order to provide funds for 
loans to the nitrate industry. However, signature of the loan agree- 
ment has been held up by reluctance of certain Chilean legislators to 
accept the maintenance-of-value provisions which would entail loss 
of some 25% or $7.5 million to the Government as a result of 
decline in the value of the peso since signature of the sales agree- 
ment. Although possible Chilean refusal of the loan has been 
indicated, which would leave the US with the entire amount of 
pesos and bearing the loss in their value which has occurred plus the 
risk of any future depreciation as well, the US does not wish to alter 
the related provisions in the original sales agreement. Such action 
would encourage Chile to consider other firm agreements also sub- 
ject to renegotiation and would establish a precedent inviting similar 
requests from other countries having PL-480 sales agreements which 
have the same maintenance-of-value provision and with loan agree- 
ments yet to be concluded. Meanwhile, Chile has requested a third 
PL-480 agreement totaling some $30 -nillion over a three-year peri- 
od, consideration of which has been deferred in light of problems 
over the pending loan agreement and of exhaustion of PL-480 
obligating authority prior to recent Congressional approval of an 
additional $1 billion in authority. Most recent indications are, how- 
ever, that a considerably smaller sales agreement will be considered. 
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419. Memorandum of a Conversation, Department of State, 
Washington, November 6, 1957’ 








SUBJECT 
Economic and Financial Developments in Chile 
PARTICIPANTS 


Mr. Charles Knox—Klein-Saks Firm of Economic Consultants 
Mr. Thomas Lockett—Klein-Saks Firm of Economic Consultants 


Messrs. Knox and Lockett handed Mr. Turkel a “Strictly Confi- 
dential” memorandum summarizing the current exchange situation in 
Chile and the corrective measures recommended by Klein-Saks.” 

Mr. Turkel observed that Mr. Carter had recently estimated next 
year’s exchange deficit at $60-70 million but that now the estimate 
had apparently risen to $100 million. He noted that the GOC was 
planning for the coming year on the basis of a “conservative” 26¢ 
price for copper, even though the average price being received by 
Chile for its copper was already below that. Mr. Knox said that 
what was “conservative” when the budget drafting commenced was 
no longer so. 

Mr. Turkel suggested that the exchange shortfall might be 
eliminated by the simple expedient of freeing the exchange rate. Mr. 
Knox replied that it would be up to 715 by the end of this year. Mr. 


th tighter credit control would choke off the demand 
for . Mr. Knox objected that the higher rate would push the 
cost of living upward. Mr. Rosenson said that it had been his 
people generally attributed too much cost-of-living 
eniens aie. Mr. Knox admitted that the incidence 
of imported goods in the over-all cost of living was only something 
like 2%, but he professed to believe that a disproportionate increase 
would result from any rate increase. Mr. Rosenson suggested that an 
incvease in some prices might serve to bring a healthful cut in over- 
consumption. He asked if petroleum-product prices in Chile were 
not still somewhat below their realistic levels. Mr. Knox noted that 


the public transport system in Santiago was one of the principal 





* Source: Department of State, Central Files, 825.131/11-657. Confidential. Draft- 
ed Devine. 
Not found in Department of State files. 
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consumers and that a price increase here would immediately be 
translated into a particularly widely felt cost-of-living increase. 

Mr. Knox said that the major question at hand was how to meet 
the imminent exchange deficit. He said that additional amounts 
could be drawn from the standby credit and imports could be cut, 
but that even so, exchange controls might have to be reinstated. Mr. 
Turkel maintained that the exchange rate should be set free. Mr. 
Lockett pointed out that President Ibanez had at last agreed to cut 
down on exchange drain through Arica by instituting an import list 
and system of guarantee deposits there. 

Mr. Turkel comumented that Chile could go on drawing $6.25 
million monthly until next April, up to a maximum of $22.5 million, 
but at that time he said it was very doubtful whether the stabiliza- 


that this would not be easy. Mr. Turkel observed that under the 
“fine print” in the stabilization arrangements, the New York banks 
could probably protect their resources if they wished and that the 
U.S. Treasury certainly could. He termed any hope of additional 
credits from the Eximbank as very, very dim. This left, he said, only 
the major American copper companies, and if desperate, the GOC 
would almost certainly turn to them. Mr. Knox said that this was 
what he feared. Mr. Turkel then admitted that the copper companies 


open and he could not see the justification of forcing the American 
taxpayer to bail them out through unwise economic assistance to the 
GOC. In any event, said Mr. Turkel, even another $50 million would 
not do the trick in Chile so long as wrong attitudes and policies 
persisted. He said that the fundamental policies must change. Mr. 
Knox maintained that they had changed. Mr. Turkel denied this. He 
said the Central Bank and its personnel were not yet ready to face 
up to the basic problem confronting Chile, which was how to live 
within its resources. 

Mr. Knox said philosophically that some people felt the whole 
system and way of life in Chile were wrong and that eventually the 
inequalities, latifundismo, dependence on minerals, and all the rest 
would have to be drastically revised. He speculated that perhaps the 
excessive dependence on copper would always subject the national 
economy to swings of too great magnitude. Perhaps, he said, this 
made a free economy impracticable and implied a necessity for 





* President Ibafiez was scheduled to visit Washington or an official State visit 
December 11-14 but the trip was postponed due to President Eisenhower's illness. 
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exchange controls. Mr. Rosenson said that a reversion to exchange 
control would mean throwing away all the progress that had been 
made under the stabilization program. He said that the important 
thing was to hold on to the gains already made. Mr. Knox asked 
him if he really felt that a free economy could be viable in the face 
of a $100 million or even a $50 million exchange deficit. Mr. 
Rosenson replied that it could certainly be viable but that at some 
level a balance must be struck. Mr. Lockett asked if this meant 
sizable reduction of imports. Mr. Turkel replied that it certainly did. 
He suggested that if things continued to go on as they are, eventual- 
ly perhaps a currency reform should be considered by the new 
Government at the end of next year, one that would do away with 
pesos and establish a new monetary unit. 

Mr. Knox said that an analysis of Chile's imports would show 
that about $110 million of the $300 million total went for basic 
essentials. Mr. Turkel said the answer then was to cut down to the 
$110 million. 

Mr. Knox noted that southern Chile was badly off and some 
workers were emigrating to Argentina. Cessation of coal exports to 
Argentina had semiparalyzed the industry, and the drastic decline in 
Chile’s construction industry had similarly affected lumber producers 








had fallen by 18%, industrial production by 6.5%, and industrial 
sales by 8%. He termed it paradoxical that in the face of such 
declines, prices continued to mount. Mr. Turkel asked about the 
total cost-of-living increase. Mr. Lockett said that it had gone as 
high as 36% since the beginning of the year but had dropped back 
in October to below 30%. Mr. Knox said that the balance of this 
year should show no further net increase. 

In summary, Mr. Turkel said that the basic problem facing Chile 
was that of living within its income. A freely-fluctuating exchange 


prima facie evidence that credit control was not doing the job it 
should. 

















COLOMBIA 


POLITICAL, ECONOMIC, AND MILITARY RELATIONS OF THE UNITED 
STATES AND COLOMBIA’ 


420. Memorandum From Albert H. Gerberich of the Office 
of South American Affairs to the Director of the Office 
(Atwood)? 


Washington, January 20, 1955. 
SUBJECT 
Lunch at Colombian Embassy; discussion of pending problems 


Bennett, Krieg, Blankinship’ and I had luncheon with Ambassa- 
dor Zuleta today. He gave us a rather bad time. 


He practically went down the list of pending problems, begin- 
ning in the middle of the luncheon. 


1—Mission to discuss obtaining military equipment. He brought this one 


Colombia in the last 5 or 10 years. At this point Chaves’ put in, 
“Also Russia”. Krieg quietly questioned the statement so far as it 
concerned Guatemala, but the Ambassador would not back down. 
(He also could not answer Krieg’s question as to just what military 
equipment Guatemala received.) He said that of all the 20 republics, 
Colombia ranked 12th in amount of assistance despite its contribu- 
tion to the war in Korea.® 
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2—FCN Treaty. He has evidently gotten word that Kalijarvi is 
opposing renegotiation of the Treaty, for he questioned us a lot 
about him. We told him we are going to have a meeting tomorrow 
and will be able to give him an answer afterward on reopening 











3—Visit of Deputy Secretary of Defense Anderson to Colombia. He asked 
if Mr. Holland had received any word from Mr. Anderson as to 


In the course of his one-way conversation Ambassador Zuleta 
informed us that the Rio Treaty of Reciprocal Assistance was an 





(Continued) 
November 14, 1950, Colombia offered an infantry battalion for participation in the 
Korean conflict. Documentation on the participation of the American Republics in the 
Korean conflict is printed in Foreign Relations, 1950, vol. 1, pp. 599 ff. 

” Mabel Karydakis, Holland's personal secretary. 

* A steel mill was located at Paz de Rid in the department of Boyaca. 


® Dennis Chavez (D.-N.M). 
" Charles P. Taft, Mayor of Cincinnati and President of the Federal Council of 
Churches of Christ in America from 1947 to 1948. 
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inspiration of his; he passed it along to Eduardo Santos,” who sold 
it to F.D.R.,* who made it U.S. policy. Zuleta also told us that at 








December 12, 1947 and entered into force on December 3, 1948. For text, see 62 Stat. 
1661. 
” Eduardo Santos, President of Colombia, 1938~1942. 





Department of Defense that could not then be re- 
solved. We also understand that legislation is under consideration for 





"Source: Department of State, Central Files, 721.5621/1-2855. Confidential. 
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introduction at this session of the Congress, in the event that 
additional statutory authority is determined to be necessary at this 
time. 
Until the contemplated legislative authority is obtained, or the 
existing authority of the President is clarified, the Department of 
State considers that it would be impracticable for the Executive 
Branch to initiate negotiations in cases, such as Colombia and 
Thailand, where it is known at the outset, from their economic 
situation or previous discussions with the governments concerned, 
that the prospects for full payment are poor. To proceed in such 
circumstances would invite an immediate deadlock that could prove 
adverse to United States interests in the long run. As you know, 
National Security Council policy envisaged the possibility of making 
settlements at less than the full amount where countries cannot 
reasonably be expected to pay in full. 

The office of the Comptroller of the Department of the Army, 
which has acted as executive agent for the three armed services in 
connection with the negotiation of settlement agreements, has been 
kept informally advised by the Department of State of these views 
and developments. It is understood that the Office of the Assistant 
Secretary of Defense, International Security Affairs, is also informed 
as to these matters. 

In general, the Department of the Navy has been successful in 
making special arrangements for settlement of logistical support 
obligations independently of arrangements for settlement of Army 
and Air Force claims. Where, however, the Navy has been unable to 
work out such arrangements, as in the Colombian and Thai cases, it 
is believed that the question of obtaining a settlement for the 
logistical support supplied by the Navy will have to be considered in 
the context of the need to obtain a settlement for the logistical 
support supplied by the Army and the Air Force. 

When the legal basis for dealing with these problems is clari- 
fied, the Department, in cooperation with the Department of the 
Treasury and the military agencies, will be able to take constructive 
measures on these matters. 

Sincerely yours, 

For the Secretary of State: 
RM 
Deputy Under Secretary 
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422. Memorandum of a Conversation, Department of State, 
Washington, March 18, 1955* 


SUBJECT 
Military Aid for Colombia; Eximbank mission to study Paz de Rio 
PARTICIPANTS 


Ambassador Eduardo Zuleta Angel 

Assistant Secretary Holland 

Mr. Gerberich—OSA 

The Ambassador came in at Mr. Holland’s request. Mr. Holland 
informed him that he had done his best to help him in obtaining 
additional grant military assistance, but has run up against a stone 
wall. He said he was informed at the Pentagon that the Colombian 
request (aside from the meteorological station and air bases) totals 
about $150 miliion, more than the total amount allocated for the 
entire Latin American area. If everything the Colombians wanted 
was figured in, the total would run higher than our entire worldwide 
military assistance program for fiscal year 1955. 

The Ambassador said he was not aware of all this, and asked if 
Mr. Holland could tell him just how much the Pentagon is willing to 
give the Colombians. He outlined what they have already been 
given under the MDA program, which he hinted was a very modest 
contribution. Mr. Holland said that the Pentagon did not promise to 
give favorable consideration to any additional grant military assist- 
ance; it pointed out that it recently approved the retention by the 
Korean Battalion of all the equipment furnished to it by the United 
States, which resulted in a sizable increase in the MDA program for 
the Colombian Army. He said the Pentagon at the same time said 
that it would be happy to assist the Colombians as far as possible in 
obtaining additional military equipment from commercial sources in 
the United States. The Ambassador asked if it would not be possible 
to inquire once more at the Pentagon whether it is inclined to give 
consideration to a certain amount of grant aid in addition. Mr. 
Holland said he would willingly take up the subject again, but he 
could not guarantee any satisfactory results.” 





*Source: Department of State, Central Files, 721.5-MSP/3-1855. Confidential. 


Drafted by Albert H. Gerberich. Initialed by Holland. 

?In a meeting with Holland on March 23, Zuleta presented a modified military 
aid request. The Ambassador stated that Colombia wanted two destroyers and 
equipment for one marine and two infantry battalions. Holland said he would convey 
these requests to the Department of Defense. (Memorandum of conversation by 
Gerberich; ibid., 721.5-MSP/3-2355) 
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Mr. Holland said he had better news for the Ambassador on the 
Paz de Rio steel plant.* The Eximbank has decided to send a mission 
to Colombia on March 26th to make a study, and it would be well 
to make sure that the best informed persons on industrial, commer- 
cial and financial matters meet with its members. He also observed 
that the Ambassador is planning to be in Bogota at the same time, 
and he could doubtless be of considerable personal assistance. The 
Ambassador said he would certainly do all in his power to facilitate 
the mission’s labor. He is having lunch tomorrow with Mr. Brand,‘ 
who is heading the mission. 





?In a conversation on March 11 with Holland, the Ambassador expressed his 
displeasure over delays by the Export-Import Bank in processing Colombia's steel 
plant loan application. Holland promised to discuss the subject with Bank officers. 
(Memorandum of conversation by Gerberich; ibid, Holland Files: Lot 57 D 295, 


aT Uaaiy Chiat, o Canene 40 Gu Ggebeigun Gib. 





423. Memorandum From the Secretary of State’s Special 


Assistant for Intelligence (Armstrong) to the Secretary of 
State’ 


Washington, April 5, 1955. 


SUBJECT 
Intelligence Note: Colombia: President's Position Deteriorates 


The position of President Gustavo Rojas Pinilla of Colombia has 
deteriorated considerably since his seizure of power in the bloodless 
coup of June 13, 1953, which overthrew the authoritarian Gomez’ 
regime. Rojas has lost the unqualified backing of the traditionally 
influential groups, including the Catholic hierarchy and the long- 
established but not [now ?] weak and divided Liberal and Conserva- 
tive parties. Moreover, guerrilla activities have flared up again in 
several parts of the country. His ability to complete his term in 
office, which runs until August 1958, will depend increasingly on 
the loyalty of the armed forces. 

An important factor in the failure of Rojas to retain the support 
of non-military groups has been his apparent inclination to perpetu- 





* Source: Department of State, Central Files, 721.11/4—555. Confidential. 
? Laureano Gémez, President of Colombia, November 1949-June 1953. 
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ate himself in power. He has repeatedly postponed restoration of 
constitutional governments, seriously curtailed political freedoms, 
and instituted drastic press and radio censorship. At the same time 
he has lavished special favors on the armed forces. He has failed to 
deal effectively with pressing social and economic problems or to 
implement previously announced reforms. Moreover, corruption 
among government officials has become widespread. 

PA 





424. Memorandum From the Director of the Office of South 
American Affairs (Atwood) to the Assistant Secretary of 
State for Inter-American Affairs (Holland)' 


Washington, May 11, 1955. 


SUBJECT 


Defense Views Regarding Additional Grant Military Assistance for 
Colombia 


With regard to the question of additional grant military assist- 
ance for Colombia, which you raised during a recent staff meeting, 
there are recapitulated below the questions we have asked Defense 
regarding this subject and the replies we have received. 

1. Our letter of November 15, 1954? requesting the views of 
Defense regarding the FY 1956 Latin American program stated: 


“The Department of State desires to know whether the Defense 
Department believes that it would be in the United States military 
interest to broaden Colombia’s = mission in h here de- 
fense, as set forth in the secret al military plan with Colom- 
bia,?> and to provide Colombia with additional grant military 
assistance for that purpose. In view of the fact that Colombia was 
the only Latin American country which contributed troops for the 
United Nations action in Korea, the Department of State would 


support a recommendation by the Defense Department that the 
Congress be requ ape te funds to increase the 
Colombian program, provided it is determined in the United States 


military interest to do so.” 





* Source: Department of State, Central Files, 721.5-MSP/2-455. Secret. 

? For text, see Foreign Relations 1952-1954, vol. tv, p. 176. 

> A Mutual Defense Assistance treaty was signed at Bogota on April 17, 1952. For 
text, see 3 UST (pt. 3) 3690. For information on the content of the secret military 
plan, see Document 438. 
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2. In a follow-up of April 1, 1955,‘ we informed Defense: 


“The Department of State believes that the Latin American 
grant assistance program should continue during the next fiscal year 
to be directly contingent upon the finding by the Defense Depart- 
ment of a United States military irement for Latin American 
military units capable of executing hemisphere defense missions, 
unless the most exceptional conditions, suci: as those now existing in 
Guatemala, —- that assistance on a broader scale be provided. 

The Department of State would appreciate receiving 
the views of rod Defense Department with regard to the advisability 
4 ape type of assistance (combat engineering battalions), 

» ted defense program, to Paraguay, Guatemala, 

y to Colombia, whi which believes it should receive 

sdditional’ i poor Raed necessary to perform a broader role in 

hemisphere defense, on the ground that Colombia was the only 

Latin American country which contributed military forces for active 
combat in Korea.” 


3. In reply to the two above letters, the Defense Department on 
April 20 stated: 


“Based upon the recommendations of the Joint Chiefs of Staff, 
the Secretary of Defense approved additional grant aid for Colombia, 
on 20 October 1954, in order to . the Colombian infantry 
battalion to retain its U.S. furnished equipment. The battalion has 
been entered in hemisphere defense force objectives for Colombia. 
Annex “A” of the Bilat Bilateral Military Plan between the Government 
of Colombia and the U.S. was amended on 5 November 1954, to 
include the ne battalion. (Copy of amendment is attached. ° 
However, it is erstood by Colombia that the United States is 
under no obligation to provide any support for the battalion beyond 
the ipment and matériel transferred with the Colombian unit 
from Korea to Colombia. At this time there is no Western Hemi- 
sphere defense requirement for additional forces from Colombia. 

“With respect to developing combat poe ng be pee in 
certain Latin American countries, as outlined in th we 
of the 1 April 1955 letter from your t, the views o 
Department on additional assistance to Colombia and Guatemala are 
expressed above. However, the general question of supporting this 
type of unit in Latin American countries is being referred to the 
Joint Chiefs of Staff for comment.” 


4. While our November 15 letter was being considered by the 
Defense Department we transmitted to Defense, through routine 
channels, a copy of a Colombian note requesting substantial grant 
assistance and received the attached letter of February 4, 1955 in 
reply.’ The concluding paragraph said: “In light of the foregoing, the 





‘For text, see vol. vi, Document 21. 


* Ellipsis in the source text. 
* Not attached to the source text and not found in Department of State files. 
” Not attached to the source text. 














Colombia _ 863 





Department of Defense cannot consider favorably the furnishing of 
all or any of the additional grant military assistance requested by 
Colombia.” 

5. This week we informally inquired of Defense, at the working 
level, whether the two negative replies mentioned above are consid- 
ered by Defense to represent its definitive position on this subject. 
We were informed that any formal State Department request to 
Defense for reconsideration of the case would be most unlikely to 
result in a change of view. Whatever may have been recommended 
by the U.S. MAAG in Colombia the above makes it clear that the 
desirability of providing additional grant assistance to Colombia has 
received full consideration by the Joint Chiefs of Staff and other 
parts of the Defense Department and that we now have a firm 
military decision on the question. 


Recommendation 

I recommend that you inform Ambassador Zuleta that we have 
checked again with Defense and that Defense maintains a firm 
negative position. 





425. Telegram From the Ambassador in Colombia (Bonsal) to 
the Department of State’ 


Bogota, May 18, 1955—7 p.m. 


385. Reference Embassy telegrams 3677 and 379.’ Following 
telephone conversation this morning with Atwood, I obtained ap- 
pointment with President Rojas who received me at 4 this afternoon. 
I explained situation re use of grant and reimbursable MDAP 
material, referring particularly to items set forth in numbered para- 
graphs 1, 3 and 4 of Embassy telegram 367. After reiterating to 





*Source: Department of State, Central Files, 721.00/5-1855. Secret; Limit Distri- 
bution. 

2 In paragraph 1 of telegram 367 from Bogota, May 12, Ambassador Bonsal stated 
that the Colombian Air Force was interested in expediting shipment of 50 napalm 
bombs bought from the United States. In paragraph 3 Bonsal reported that the 
Colombian Air Force was using aircraft supplied by the United States in bombing 
missions against guerrilla forces. In paragraph 4 the Ambassador stated that guns 
supplied by the United States were to be used against the Tolima guerrillas. He said 
that American military advisers had lodged informal protests against this use of the 
equipment. (/bid., 721.00/5-1255) 

* Telegram 379 from Bogota, May 17, not printed. (/bid.) 
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President awareness of fine results he and his government have 
accomplished in clearing up public order situation here and returning 
former guerrillas to peaceful pursuits, I stated that cases I had 
mentioned raised potential problem of impact on US public opinion 
in addition to question of agreed use of grant and reimbursable aid. 

President expressed understanding of and appreciation our posi- 
tion. He stated, however, that he is wholly convinced of Communist 
inspiration, support and leadership of guerrilla forces in Tolima area. 
He recognizes that there are other factors including the incentive of 
getting hold by violent means of the $10 million coffee crop in the 
area. But he insists that Communists, many of them of foreign 
extraction, are at the root of the trouble. He mentioned Lister, a 
leader in the Spanish Civil War, said to have been recently killed in 
Tolima (any data Department has on Lister's whereabouts would be 
appreciated) and also Richards, an international Communist, and 
others of Gerrnan, Czech and even Russian origin. 

President estimates guerrilla forces at about 2,000. He says they 
have with them large number hostages including women and chil- 
dren. He states that objective of armed forces is gradually to 
surround guerrillas, to force them to give up hostages and, if 
possible by persuasion, to lead them eventually to lay down their 
arms. He recognizes extreme importance of avoiding, if at all possi- 
ble, any drastic military action and to follow social-economic policies 
which have given such good results in other cases. 

Military operations are being conducted under conditions of 
rigorous press censorship; President indicated current attempt is to 
surround guerrillas at point called (La Colonia), few kilometers from 
Viilarica. 

President said that he did not think it would be necessary to 
dispatch any further US-furnished equipment to area. He did not 
however, feel it incumbent on him to defend or justify use which 
had already been made. . . . President stated conviction that Rus- 
sians are strongly interested in Colombian situation and are actively 
supporting activities which they hope will lead to overthrow of 
government here. 

Whole tone of conversation friendly. Exploratory nature of 
interview, I did not endeavor to press President for any commitment. 
I believe, however, that his knowledge of our interest and concern 
will have useful effect. 

It seerns to me that we will have to determine future conduct in 


light of developments unless we decide take rigid legalistic position 
which I would not recommend. Although fact of my interview with 
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President known to various Colombian officials, including Foreign 
Minister,‘ subject matter revealed by me only to President. 
Bonsal 





4 Byaristo Sourdis. 





426. Memorandum of a Conversation, Department of State, 
Washington, May 19, 1955’ 


SUBJECT 
Increased Military Grant Aid Assistance to Colombia 
PARTICIPANTS 
Ambassador Eduardo Zuleta-Angel of Colombia 


Assistant Secretary Holland 
OSA—Mr. Atwood 


Following brief introductory remarks, Mr. Holland brought up 
the request made by Colombia for increased grant military aid. He 
explained fully to the Ambassador the lengthy discussions which 
had been held with the Department of Defense regarding Colombia’s 
request and regarding the overall military program in this hemi- 
sphere. Mr. Holland explained that on three separate occasions the 
conclusion had been reached that it would be impossible at this time 
to increase military grant assistance to Colombia. He reminded the 
Ambassador that the Defense Department considered the alliance 
[agreemenf?| made to turn over the equipment to the Colombia—Korea 
battalion as an increase in grant aid. Mr. Holland added that of 
course this was not the last time that military grant aid assistance to 
Latin America would be discussed and that he did not feel that the 
door was completely closed and locked for the future. He did feel, 
however, that in the light of the extremely careful analyses that had 
been mac: regarding the possibility of additional aid to Colombia 
that it would not be productive to initiate any further discussions at 
this time. The Ambassador was visibly disappointed but seemed to 
recognize and appreciate the situation as described by Mr. Holland. 





"Source: Department of State, Central Files, 721.5-MSP/5-1955. Secret. Drafted 
by Atwood. 
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Guerrilla Forces 


rebel guerrilla forces in Colombia. Mr. Holland described in great 
detail the intense emotional opposition that would immediately 
develop in the United States and in most other countries if napalm 


He pointed out that people in the United States as a whole were not 
aware of the guerrilla problem in Colombia and certainl 

feel that any situation existed which would require such drastic 
action. Mr. Holland was very careful to point out that he did 
minimize in the least the Colombian Government's problem and its 


i 
8 


sary. He said, however, that he felt in all frankness he should advise 


the situation. He said that he had heard nothing of this previously. 
He said that he assumed the request for the napalm bombs had 
come through his office but it must be part of a routine request for 
military equipment and that he had not given it anything but 





* Source: Department of State, Central Piles, 721.5-MSP/5-1955. Secret. Drafted 
by Atwood 
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routine approval. Mr. Holland explained that this had been the case 
at the time the request was made. The napalm bombs were listed 
along with other military equipment to be used for training pur- 
poses. The Ambassador would immediately call the President of 
Colombia and report back to Mr. Holland. Mr. Holland indicated 
that in the meantime the release of these bombs would be held up 
and that it might be necessary for the United States to revoke the 


i 
i 
2 
| 
| 





428. Memorandum of a Telephone Conversation Between the 


Secretary of State and the United States Representative at 
the United Nations (Lodge), May 25, 1955, 4:48 p.m.’ 


[Here follows discussion of the Secretary's proposed trip to San 
Francisco to attend the special session of the United Nations, June 
20-26, commemorating the tenth anniversary of its founding.] 

L. said Larudia (?) [Urrutia] from Colombia was in—apparently 
Holland told someone no more military aid to Colombia and it is 

. L. has a short memo. The Sec. should call Zuleta in. The 
Sec. thinks that is misrepresented. L. has a written statement. The 
Sec. said they have been having talks re bombs for the pursuit of 
guerillas and there was reluctance to give them that type and the 
Sec. understands the request was dropped. L. said this is for 3 
infantry battalions and one Marine battalion. The same day Holland 
said no, Carney and Ridgway said yes.’ 

[Here follows discussion of Cyprus.] 
 Seaces Eisenhower Library, Dulles Papers, General Telephone Conversations. 
Prepared un: the Office of the Secretary of State. 

?On May 26, Dulles telephoned Holland to relay the substance of this conversa- 
tion with Lodge. Holland confirmed that he had told the Colombians they would not 
receive additional military assistance and that the Department of Defense was still 
considering the matter. (Memorandum of telephone conversation, May 26; ibid.) 
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429. Memorandum From Byron E. Blankinship, Officer in 
Charge of North Coast Affairs, to the Director of the 
Office of South American Affairs (Atwood)' 








Washington, May 27, 1955. 
SUBJECT 
Colombian Request for Additional Military Grant Aid 


I have reviewed the files with a view of discovering new or 
important points which might be presented to Mr. Holland in 
preparation for his discussion with Dr. Milton Eisenhower. I have 
found none with which you are not already familiar, but I summa- 
rize those which have already been discussed: 


1. Current Military Grant Aid Program 


The bilateral military plan with Colombia designates the follow- 
ing Colombian units: 


a) one anti-aircraft battalion. Deliveries of equipment for this 

are substantially completed. 

(b) one infantry battalion. This was the Korean battalion. Its 
equipment, valued at roughly half a million dollars, was returned to 
Colombia with the unit in November 1954, at which time this 
battalion was i im the secret bilateral plan as a unit 
available for 


defense. 
(c) one fighter squadron, 14 F-47’s promised, have already been 


d) one squadron of t bombers. Seven B-26’s of 14 sched- 
ued abody delteencd S> Cohomabie 

(e) a yh ge naval program involving ship modernization has 
been carried out as promised. 


2. Colombian Utilization of Grant Aid 


U.S. military attaché reports indicated that until at least recently 
Colombia was not making effective use of the units and training, 
because: 


(a) the Colombians were not assigning adequate number of 
1 cued mee & US 
bm me > ay ong erie plea service schools were transferred 
away the 


LS Gen fadmary’ Canislion os ordi os the clsceatt bettdlon wes 
broken up and assigned tasks which greatly decreased its 
effectiveness and; 
(d) senior commanders and staff officers have little personal 
interest or understanding of the anti-aircraft unit. However, more 








* Source: Department of State, Central Piles, 721.5-MSP/2-255. Secret. 

















In November 1954 Colombia submitted a request for equipment 
referred to by Colombian officers as “a letter to Santa Claus”. This 





Washington, June 2, 1955—5:58 p.m. 


280. Embtel 404. Ambassador Zuleta advised Department that 
Rojas advised him: 

1. No intention use napalm against guerrillas as intended exclu- 
sively training purposes. 

2. Any officer contemplating use against guerrillas acted irre- 





* Source: Department of State, Central Files, 721.00/6~—55. Secret. 
? Not printed. 
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Zuleta’s promised written confirmation these points not re- 
ceived. Zuleta also agreed return export license.’ 














Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Secretary of State’ 


Washington, June 2, 1955. 
SUBJECT 
Additional Grant Military Aid to Colombia 


_—_— 


The Colombian Government has for some time been pressing 
for an increase in the amount of military grant aid from the United 
States. Colombia has received or is receiving training and equipment 
for an anti-aircraft battalion, four naval vessels, two air squadrons, 
and an infantry battalion. We have taken the position that a 
decision to provide Colombia with additional grant assistance should 
depend in the first instance upon a determination by the Defense 
Department that this is warranted in a military sense. We have 
emphasized, however, that due consideration be given to Colombian 
participation in the Korean hostilities. In response to our queries, the 
Defense Department, on two separate occasions, in communications 
signed by Admiral Davis, Deputy Assistant Secretary, has indicated 
that there is no Western Hemisphere defense requirement for addi- 
tional forces from Colombia. In view of this conclusive position, we 
informed the Colombian Ambassador that present planning does not 
contemplate additional grant military aid to Colombia. 





* Source: Department of State, Central Piles, 721.5-MSP/6-255. Secret. 
Jamison; transmitted through the Executive Secretariat; and initialed by 
Macomber, Jr., the Secretary's Special Assistant. 
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Advised of this decision, the Colombians have approached Dr. 





military cooperation is able to make a military contribution in the 
national security interest of this Government or the extent to which 


(1) That you authorize me to suggest to those whom 
Colombians have approached that they indicate their in 
receiving the views of Colombia, and that the information has 
referred to the Department of State. 

(2) That you authorize me to advise the Colombian Ambassador 
that we have received the reports sent us by the various persons he 
interviewed; that the information he supplied will be fully consid- 
ered, and that, as was previously indicated to him, we are following 
closely the possibility that the Department of Defense may deter- 
mine to make a complete review of military aid to Latin America. 

(3) That Ambassador Bonsal see the President of Colombia and 
confirm directly to him the position stated to Ambassador Zuleta.’ 

(4) That you sign the attached letter to Ambassador Lodge (Tab 
A).‘ 





* Not found with the source text. (/id, 721.5-MSP/5-2555) 

* Handwritten notations beside paragraphs 1, 2, and 3 indicate that the recom- 
mendations were carried out. 

* Not found with the source text; it is printed infra. 
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432. Letter From the Secretary of State to the United States 
Representative at the United Nations (Lodge)' 


Washington, June 3, 1955. 


DEAR CABOT: I appreciate your thoughtful letter of May 25 
reporting Ambassador Urrutia’s call upon you regarding a statement 
made by Assistant Secretary Holland to Colombian Ambassador 
Zuleta Angel.” I can assure you that we have the very highest regard 
for the invaluable support Colombia and its representatives have 
given to policies of the highest importance to us. 

It would appear from your letter and from the memorandum 
prepared by Ambassador Urrutia that the United States had failed to 
cooperate with Colombia under the military assistance program. 
This, of course, is not the case. Following the UN and OAS 
Resolutions on collective measures,’ the United States proposed and 
offered to sign bilateral military assistance agreements with a num- 
ber of Latin American governments, and to provide grant military 
assistance pursuant thereto. Such a bilaieral agreement was entered 
into with Colombia on April 17, 1952. . . . With regard to the anti- 
aircraft battalion, deliveries of grant aid equipment have been com- 
pleted. The infantry battalion was the one that Colombia had in 
Korea and its equipment valued at roughly one-half million doilars 
was turned over officially to Colombia in November 1954. With 
regard to the fighter squadron, which involved 14 planes, all have 
been delivered. About one-half of the bombers for the light bomber 
squadron have also been delivered. The naval modernization pro- 
gram has been carried out as agreed. 

Assistance for three infantry battalions, one infantry marine 
battalion and two naval units mentioned in Ambassador Urrutia’s 
memorandum would involve very extensive grant aid in addition to 
that described above. 

Ambassador Urrutia’s memorandum indicates that United States 
military and naval missions and Admiral Miles‘ have recommended 
these units. The Department on two occasions has asked for the 





* Source: Department of State, Central Files, 721.5-MSP/5-2555. Secret; Personal. 
Drafted by Atwood. 

* Not printed. (/bid.) 

> Apparent references to U.N. General Assembly Resolution 377(V) of November 
3, 1950 (commonly called “Uniting for Peace”) and to the Inter-American Treaty of 

Assistance (commonly called the Rio Treaty) of September 2, 1947. For text 

of the U.N. resolution, see Yearbook of the Linited Nations 1950, pp. 193-195. For text of 
the Rio Treaty, see 62 Stat. 1681. 

‘Rear Admiral Milton E. Miles was Director of Pan-American Affairs, Depart- 
ment of the Navy. He had been a delegate to the Inter-American Defense Board until 
1954. 
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formal opinion of the Defense Department regarding additional 
military assistance for Colombia and has made a number of informal 
approaches. The answer in each case has been negative. The con- 
cluding paragraph of a letter from the Defense Department on 
February 4, 1955° indicated that the Department of Defense cannot 
consider favorably the furnishing of all or any of the additional 
military assistance required by Colombia. The reason given for this 
decision was that the Colombians are neither satisfactorily utilizing 
grant equipment already furnished them under the Military Assist- 
ance Agreement with Colombia nor could they be expected properly 
to support additional equipment in any volume. 

I can assure you that thorough and sympathetic consideration 
has been given to all of the Colombian requests. It is possible, and 
the Assistant Secretary so advised the Colombian Ambassador, that a 
complete survey will be made by the Defense Department of the 
United States military aid program and that this might result in 
some change in the present situation. If you feel that Ambassador 
Urrutia is not aware of the actual assistance which has been given to 
Colombia as outlined in this letter, I suggest that you may wish to 
pass it on to him in general terms and without mentioning specific 
deliveries or the secret plans. 

Sincerely yours, 





John Foster Dulles*® 





5 See footnote 7, Document 424. 
* Printed from a copy which bears this stamped signature. 
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433. Memorandum of a Conversation, Department of State, 
Washington, July 1, 1955’ 











Robert L. Garner, IBRD 
Albert Waterston, IBRD 
Burke Knapp, IBRD 

Jack DeBeers, Treasury 
Assistant Secretary Holland 
Mr. Blankinship, OSA 


Mr. Garner stated that the IBRD had always regarded the 
Colombian Government as one of its best clients. He said that the 
Bank had loaned Colombia $90 million for carefully considered 
projects and that it had sent several missions to Colombia to study 
and advise the Colombian Government on various problems. He said 
that the Bank had been impressed with the sound financial and 
economic policies of the Colombian Government. Recently, however, 
the Bank had taken a serious view of Colombia's situation which it 
found steadily deteriorating. The Bank had concluded that this was 
the result of poor administration, faulty policies and mistakes of the 
present Colombian Government. He said that the Government was 
recklessly seeking credits in France, from U.S. banking circles and 
elsewhere totalling around $190 million and that much of this credit 
was to be used for projects of doubtful economic value. Mr. Knapp 
said that the Government was administering its financial affairs 
inefficiently, particularly in certain areas where the Army had placed 
military officers with inadequate economic background in positions 
of management. He cited specifically the Anchicaga project in Cauca’ 
where the garrison commander in Cali and another Colombian Army 
officer, both inexperienced in economic affairs, now constitute two 
of five men on the Board of Directors of the project. Mr. Garner 
stated that a large amount was being spent on the military budget 
and that some of the projects, such as roads, were being built 
essentially for strategic reasons and were uneconomic. He said that 
there was evidence that the Government was losing confidence in 
itself and that the IBRD concluded that if the present trend contin- 





* Source: Department of State, Central Files, 821.10/7-155. Confidential. Drafted 
by Blankinship. 
? This was an electric power facility which supplied the departments of Valle and 
Cauca. 
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ued at its present pace Colombia would be as badly off in six 
months as Brazil, that is little short of bankruptcy. 

Mr. Garner concluded that Colombia was by no means lost and 
that the situation could be saved. He said that he was proceeding to 
Colombia to talk to President Rojas and that he hoped to have some 
influence in reversing the trend.’ In answer to Mr. Holland’s ques- 
tion he stated that he would not go so far as to state that the Bank 
would grant Colombia no more loans. He said that with some 
modifications in the Government's policy and administration the 
IBRD was prepared to complete the road program, the Magdalena 
railroad project and certain others which would be of full utility 
only when completed. 

Mr. Garner said that he disliked to comment upon the Paz de 
Rio steel mill project because of his well-known opposition to the 
project from the beginning. However, he said that the project was 
little short of a disaster as it was being badly managed and was in 
dire need of a foreign management firm to pull it together. Mr. 
Knapp said that the steel mill was now actually attempting to obtain 
the equivalent of $100 million more to place in the project as 
follows: $28 million from the Eximbank, $40 million from French 
banks plus the equivalent of $20 or $25 million in Colombian 
currency. The Bank officials agreed that they did not see how the 
steel mill could ever be made an economic project. 

Finally, Mr. Garner referred to President Rojas’ personal con- 
duct. He said that he was guilty of accepting excessive gifts such as 
2,000 head of cattle and a ranch or two and that there were stories 
of his complete lack of understanding of the Colombian financial 
problem and of his countenancing extensive corruption among Co- 
lombian officials. He said that Villaveces,* the Minister of Finance, 
was forever selling the President on questionable projects on the 
promise that he would take care of the finances and be able to raise 
the money. Mr. Holland commented that he was gravely concerned 
about the excessive sums being spent by several Latin American 
countries on their military budgets. 

Mr. Garner and Mr. Knapp explained that the extension of 
mumerous very “soft” loans and unsound loans by French banks 
with the guarantee of the French Government was one of the worst 
elements with which the IBRD had to contend and that it proposed 





> Garner, Vice President of IBRD, visited Colombia in July. When he returned to 
Washington, he spoke on July 7 to Holland, and told him that he had received from 
President Rojas an agreement to make no future credit commitments until the 
completion of an IBRD field study of Colombia's financial situation. (Memorandum 
of telephone conversation by Holland; Department of State, Central Files, 821.10/ 
7~755) 

* Carlos Villaveces. 
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to take this question up with the French to the end of encouraging a 
more reasonable French loan policy. 





434. Letter From the Deputy Under Secretary of State 
(Murphy) to the Acting Assistant Secretary of Defense for 
International Security Affairs (Davis)' 


Washington, July 5, 1955. 


DEAR ADMIRAL DAVIs: For a number of months, representatives 
of the Government of Colombia including the President of that 
country, have strongly complained that the grant military assistance 
provided to Colombia has been insufficient to permit Colombia to 
assume a military role in hemisphere defense commensurate with its 
legitimate aspirations and military capabilities. Colombia has based a 
very large part of its argument for additional grant assistance on the 
ground that it has a legitimate and preferential claim to additional 
assistance, because Colombia was the only Latin American country 
which contributed military units for the United Nations action in 
Korea. 

The Defense Department, in a letter of February 4, 1955,’ 
addressed by you to Mr. Frederick E. Nolting, Jr., advised the State 
Department that it could not consider favorably the furnishing of all 
or any of the additional assistance requested by Colombia. This 
letter stated further that the Department of Defense had cooperated 
in permitting the retention of U.S. furnished equipment by the 
Colombian infantry battalion in Korea, and pointed out that such 
action had resulted in a sizable increase in the total amount of grant 
assistance provided the Colombian Army. These views of the De- 
fense Department were fully communicated by the State Department 
to the Colombian Government. 

A telegram of July 1, 1955° from our Ambassador in Bogota 
states, in part, as follows: (a) the U.S. Government has taken credit 
for the fact that weapons, vehicles and other equipment of the 
Colombian battalion which fought in Korea were turned over to the 
Colombians; (b) the fact is that the equipment provided the Colom- 





* Source: Department of State, Holland Files: Lot 57 D 295, Colombia. Drafted by 
Spencer on July 1 and by Holland and Murphy on July 2. 

* See footnote 7, Document 424. 

> Not further identified. 
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bians is not that which they had used in Korea; (c) equipment 
apparently was hastily shipped from Pusan depots; (d) it reached 
Colombia in very bad condition with a high percentage of it unserv- 
iceable, as indicated by an inspection made by a technical team from 
the Caribbean Defense Command in the Canal Zone last March; (e) 
since then, no remedial action has been taken in spite of frequent 
contact between U.S. military missions in Colombia and the Carib- 
bean Defense Command. 

I feel that in the interest of maintaining harmonious relations 
with the Government of Colombia you will be as anxious as I to 
ascertain the facts in this case, so that, if the information provided 
by the Embassy should be confirmed, immediate action can be taken 
to repair, replace or supplement U.S. equipment now in possession 
of the Colombian battalion. In view of the obvious political implica- 
tions of this matter, I would suggest, further, that the Defense 
Department authorize the State Department to inform the Colombi- 
an Government at the earliest possible moment that a U.S. military 
investigation will be made of the equipment provided the Colombian 
battalion. 

Sincerely yours, 

Robert Murphy‘ 





* Printed from a copy which bears this typed signature. 





435. Memorandum From the Director of the Office of 
International Financial and Development Affairs (Corbett) 
to the Assistant Secretary of State for Economic Affairs 


(Waugh)' 


Washington, August 22, 1955. 
SUBJECT 
Proposed Loan to Colombia 
Last week you mentioned that a telegram had gone out which 
might have given undue encouragement to Colombia about the 


prospects of receiving a balance of payments credit. At that time I 
assured you that no such telegram had gone out. | learned subse- 





* Source: Department of State, Central Files, 821.10/8-2255. Official Use Only. 
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quently that a message’ had been sent on the day I was not in the 
Department. Looking at this message, I can see that rather more 
encouragement than I would have thought advisable had been given 
our Embassy in Bogota, and, further, the Embassy had been autho- 
rized to indicate that the principal reason for our reluctance to 
consider a balance of payments credit was based on lack of informa- 
tion. 

I believe this message was a mistake and I have been further 
confirmed in this view by receipt of information from Frank South- 
ard. According to Southard, who bases his information on a very 
recent consultation with responsible officials from the Central Bank 
of Colombia, the Colombian internal financial situation is under 
fairly good control, imports have been cut back to about $30 million 
a month and dollar income is expected to be about $50 million a 
month for the remainder of the year. The Colombians believe this 
situation will permit them to work off the backlog over the coming 
months. The pressure, therefore, for the backlog credit seems to 
come from the Minister of Finance, Villaveces. 

The Colombian estimate of dollar income in the coming months 
is based upon the price of Colombian coffee not falling significantly 
below 55 cents a pound. In turn, whether or not there is a further 
fall in coffee prices is very much dependent upon the coffee and 
foreign exchange policy of Brazil. 

In conclusion, I believe it would be desirable to send out 
another message to our Embassy in Colombia advising them of this 
recent information which we have received from Southard and 
suggesting that they discourage the Colombians from seeking at this 
time a balance of payments credit. This is all the more important in 
view of the survey which the IBRD now has under way in Colom- 
bia. 

If you agree with the above recommendation, | believe an 
indication from you to Holland to this effect would be desirable.’ 











* To Bogota, 57, 8/16/55. From Bogota, 62, 8/15/55. [Footnote in the source text. 
Neither printed. (/id, 103—-XMB/8-1655 and 103-XMB/8-1555, respectively)] 

* A handwritten notation on the source text reads: “Let us see what develops. I 
hesitate to stir any more on this project right now. SW”. 
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436. Memorandum of a Conversation Between the Secretary of 
State and the President, Washington, August 23, 1955’ 


I referred to the situation in Colombia, where the President had 
shut down the newspaper F/ Tiempo.* The President authorized Am- 
bassador Bonsal to approach the President of Colombia and to 
indicate the concern in the United States over what seemed to be 








437. Telegram From the Ambassador in Colombia (Bonsal) to 
the Department of State’ 


Bogota, September 3, 1955—9 a.m. 


145. Eyes only for Secretary Holland. Re Deptel 74.’ President 
Rojas Pinilla received me yesterday afternoon. | delivered to him oral 
message from President Eisenhower along lines reference telegram 





‘Source: Department of State, Central Files, 721.11/9-355. Secret. 
* Telegram 74, August 23, authorized Bonsal to deliver President Eisenhower's 
views to President Rojas. (/id, 721.11/8-2355) 
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ure of message, friendly motivation, non-intervention, and con- 
tinuance by executive of present policies as background for state 
ment that President Eisenhower concerned at serious deteriorati 
President Rojas expressed cordial appreciation of President Ei- 
senhower's motives and asked that his personal greetings be trans 


US public opinion regarding Colombia. 
mitted to President. He believes only Tiempo side of question known 


to American public. He then proceeded to make following series of 
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is 

matters. He was cordial throughout interview and we parted in 
friendly fashion with President reiterating his admiration and 
friendship for President Eisenhower and assuring me he would be 
delighted to see me at any time. 

In his present frame of mind, Rojas probably less impressed by 
deteriorating US public opinion than by reiteration of US policy of 
non-intervention and determination continue current programs. 


with guerrillas. 
And coffee is currently selling in good quantity at 67 cents. 
Bonsal 
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438. Instruction From the Acting Secretary of State to the 
Embassy in Colombia’ 





No. A-S1 Washington, September 7, 1955. 
SUBJECT 
Request of Colombia for Additional Grant Military Assistance 


The Department refers to the Embassy's telegram No. 431 of 
June 17, 1955,* which suggested that the Embassy be provided as 
soon as possible with a concise written statement, which might be 
delivered to the Colombian President or Foreign Minister, setting 
forth the U.S. position with regard to Colombia’s request for addi- 
tional grant assistance under the bilateral military assistance agree- 
ment between the U.S. and Colombia. The Department's interim 
reply (telegram No. 322 of June 27, 1955)’ indicated that the 
preparation of a written statement for submission to Colombia was 
being deferred until the Defense Department had reviewed the 
question of whether the provision of additional grant military assist- 
ance to Colombia would be in the U.S. military interest. 

The Department of Defense has indicated that the attached 
statement reflects the views of the U.S. Joint Chiefs of Staff with 
regard to the provision of additional grant assistance to Colombia. 
The Embassy is authorized, in its discretion, to transmit this state- 
ment to the Colombian President or Foreign Minister. 

Hoover 


Enclosure 


I have the honor to communicate to your Excellency the desire 
of my Government that I discuss with you, in the context of the 
information provided below, the request of the Government of 
Colombia for additional grant military assistance, and also, that I 
review with you the progress which both of our Governments have 
made to date in fulfillment of the objectives set forth in the Military 
Assistance Agreement between Colombia and the United States. 





* Source: Department of State, Central Piles, 721.5-MSP/6-1755. Secret. Drafted 


that the preparation of a statement on additional military 
deferred pending reconsideration of the Colombian case by the Joint Chiefs 
(Ibid. ) 
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The Mutual Security Program being carried out by the Govern- 
ment of the United States in collaboration with other free nations is 
worldwide in its perspective. Y tas ts Wie de tele ta 


Taking into account the widespread foreign commitments of the 
United States and the exceedingly large outlay of U.S. funds re- 
quired annually to meet such commitments and to improve the 

capabilities of U.S. armed forces, it has been necessary to 


within these general criteria to every country participating in 
dhe poageai. 
With respect to the program of mutual assistance now being 


grant assistance made available by the U.S. would be provided 
exclusively for such units: Army: 1 AAA (AW) Battalion; Navy: 2 
Destroyers; 2 Patrol Craft; Air Force: 1 Fighter Bomber Squadron 
(UE 25 A/C); 1 Light Bomber Squadron (UE 16 A/C). 

In a subsequent amendment to the secret military plan, it was 
mutually agreed that the Colombian infantry battalion which had 
participated in the United Nations action in Korea should be includ- 
ed among those units designated and maintained by Colombia for 
the performance of hemisphere defense missions under the terms of 
the bilateral agreement. The Government of the United States agreed 
that this battalion, which had served with valor and distinction in 
Korea, should retain the U.S. military equipment in its possession 
without reimbursement by Colombia. 

Since April 17, 1952, the date on which the bilateral agreement 
entered into force, the U.S. has delivered 83 percent of the basic 
equipment considered r*cessary for the operation of the units speci- 
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fied above, and in addition, has provided training in the use of [and] 
maintenance of such equipment. Colombia’s program of grant assist- 
ance is one of the largest in financial value of the American 
Republics. 

Considerable additional effort will be required at the military 
level, if the Colombian units now designated for hemisphere defense 
are to attain the level of efficiency and capability required for the 
effective performance of the agreed missions. The attainment of this 
objective will require effective Colombian utilization of U.S. assist- 
ance provided. However, the provision of additional U.S. training 
and equipment for the Colombian forces committed to hemispheric 
defense will be subject to Congressional action, and the attitude of 
Congress with respect to future aid, in view of the existing US. 
commitments worldwide (i.e., Formosa, Korea, Indochina, etc.). 

The United States Government regrets that it is unable to 
furnish the Colombian Government with the grant assistance desired 
for the development of additional hemisphere defense units. In view 
of widespread U.S. commitments to provide military assistance and 
limited U.S. funds, it has been necessary for the United States 
Government, in reaching this decision, to weigh the strategic military 
considerations bearing on the Colombian request against strategic 
military considerations of a global nature. While a substantial change 
in the world situation may in the future require that adjustments be 
made, for strategic military reasons, in the programs now being 
conducted in a number of countries throughout the world, the 
Government of the United States cannot, under present conditions 
comply with the request of the Colombian Government. 











439. Letter From the Assistant Secretary of State for Inter- 
American Affairs (Holland) to the Ambassador in 
Colombia (Bonsal)' 


Washington, September 22, 1955. 


Dear Pui: Referring to your letter of September 5,’ I think 
your talk with Rojas about £/ Tiempo was well worth the try even 





* Source: Department of State, Central Piles, 611.21/9-555. Secret; Eyes Only. 

* In this letter, Bonsal stated in part: “I am not too happy about the result of my 
interview with President Rojas when | transmitted President Eisenhower's message to 
him. Rojas was pleased about the non-intervention and continuation of present U S. 
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440. Letter From the Ambassador in Colombia (Bonsal) to the 
Assistant Secretary of State for Inter-American Affairs 
(Holland)! 








Bogoté, October 4, 1955. 


DeaR HENRY: Al Waterston? of the World Bank Mission has 
been keeping in fairly close touch with me. We had a bit of friction 
at the start because I was unable to conceal my reaction to the 
World Bank’s conduct with regard to the Export-Import Bank on the 
Paz de Rio matter. However, that is all now in the past and our 
relations are good. 

For your own private information, and not for transmittal to the 
World Bank or to the Export-Import Bank for the present, I am 
appalled at what I learned from Waterston as to the views of the Paz 
de Rio operations which are being developed by the World Bank 
Mission. These views are in sharp contrast to the optimistic state- 
ments attributed to the Mission in the local press.’ 

Briefly, the World Bank finds the operation to be completely 
bankrupt and to be lacking in funds needed even for current cash 
outlays. There is no working capital. The Bank is going to recom- 
mend to the Government that it must make rather heavy advances 
of funds from the general budget just to keep the organization 
going. There must also be a thoroughgoing management reorganiza- 
tion. Everything is at sixes and sevens in operations and manage- 
ment. The Government must, in fact, divest itself of control and try 
as rapidly as possible to transfer the operation to private industry. 

Nevertheless, the World Bank people believe that the steel 
industry prospects here are reasonably good and they agree that 
expansion along the lines contemplated by the Export-Import Bank 
negotiations is required. They are not, so far as I can judge, hostile 
to the operation. However, their view of its present status, particu- 
larly from the financial point of view, is a very gloomy one and I 
gather the impression that they have discovered facts and figures 





* Source: Department of State, Holland Files: Lot 57 D 295, Colombia. Secret. 

? Albert Waterston was head of the IBRD mission to Colombia. 

> An account of Waterston’s views is contained in a memorandum of conversation 
dated October 3 by Henry S. Hammond, First Secretary and Consul of the Embassy. 
It was forwarded to Holland under cover of this letter. According to the memoran- 
dum, Waterston stated, in reference to a prospective Export-Import Bank loan for the 
Paz de Rio plant, that while he thought the loan was a good idea, “unless the basic 
deficiencies in the financial structure are corrected and the Government participation 
in the firm removed no other expedients will be successful.” (Department of State, 
Holland Files: Lot 57 D 295, Colombia) 
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which the Export-Import Bank either did not know of or did not 
take into account. 

We will be reporting more in detail on this situation. My good 
friend Ignacio Umaiia‘ tells me that he intends to proceed with great 
deliberation before reaching decisions as to the expansion or financ- 
ing thereof. Waterston tells me that the Government, including the 
President, has generally accepted the preliminary views of the World 
Bank Mission regarding the bailing out with Government funds of 
the Paz de Rio enterprise and its gradual transfer to private industry. 

I would appreciate it if you would make no use of the above 
outside ARA until we are in a position to report in more detail on 
the whole situation. I gather that Waterston has not yet reported to 
his home office. 

Sincerely yours, 

Phil 

P.S. Enclosed is a copy of a memorandum prepared by Henry 
Hammond on our talk with Waterston. Incidentally, Henry, who 
was sent here as Labor Attaché, is doing a very good job of pinch- 
hitting as Economic Counselor. 





* Umajia, a former governor of the state of La Palma, was President of the Paz de 
Rio project. 





441. Memorandum of a Conversation, Department of State, 
Washington, November 10, 1955’ 


SUBJECT 
4. Persecution of Protestants 
PARTICIPANTS 


Dr. Francisco Urrutia Holguin, Ambassador of Colombia’ 
Henry F. Holland, Assistant Secretary 
OSA: Albert H. Gerberich 


Mr. Holland said he had one problem that has given him a lot 
of headaches. The Ambassador said he knew what it was: the 





'Source: Department of State, Central Files, 821.413/11-1055. Confidential. 
Drafted by Gerberich. 

? Ambassador Zuleta resigned in October 1955. Urrutia, Colombian Representative 
at the United Nations, presented his credentials as Ambassador on November 14. He 
remained the representative at the United Nations until 1957. 
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Protestant problem. Mr. Holland asked him if he had heard of the 
latest incident, the beating of an American missionary in the Llanos.’ 
The Ambassador said Foreign Minister Sourdis had given him the 
details. He said he has been studying that problem, and has a 
suggestion to make in solving it. He was recently in Spain and 
talked to Artajo‘ and Ruiz Jiménez (Spanish Ambassador to the Holy 
See), who told him that when they were perplexed by the “bestiali- 
dades” of Archbishop Segura they appealed directly to the Holy See, 
and with good effect. Urrutia has a very good friend at the Vatican, 
Father Antonio Samoré, former Papal Nuncio to Colombia, who now 
has a high position in the Secretariat of State of the Vatican. He 
believes he can intervene directly with him when the Colombian 
hierarchy does not act promptly. He has noted that it is not the 
priests of the large cities, but those of the rural districts, that are the 
chief offenders. The “poor” police wouldn’t act in such a high- 
handed fashion in those areas if the local priests didn’t egg them on. 

Mr. Holland said that in the present case it was not a priest 
who was the offender, but an inspector of police. The Ambassador 
said that was correct, and he has been placed under arrest. Mr. 
Holland said the latest he heard was that he has been released and is 
making new threats. He thought the man ought to be punished for 
this. The Ambassador said he was sorry to hear that he had been 
released, but under Colombian law it is very easy to get bail, and 
there is not much that can be done about it; the laws would have to 
be changed. Mr. Holland said he wanted the Ambassador to know 
that his position wasn’t a pleasant one. A few months ago the 
Catholics were ready to burn him in effigy because he was not 
taking strenuous steps to dissuade Peron from dealing iron-handedly 
with the Church. In the case of Colombia, the Protestants are 
indignant and making things hot for him, and they have excellent 
connections in the Capitol and in the press. The question is one that 
has to be faced in a spirit of tolerance and justice. 

(It is doubtful that Samoré can do much for the solution of the 
religious problem in Colombia. Confidential sources informed us at 
the time he left Bogota that he had become persona non grata to 
Cardinal Luque because he intervened in this very matter, and his 
recall was requested on that account.) 





?In a memorandum dated October 31 to Blankinship and Dearborn, Gerberich 
reported that he had been informed by the National Association of Evangelicals that 
De tee ae ee tet eee he aan ae 
17. The missionary, Julius Alan DeGruyter, had stated that Colombian 
were among those who assaulted him. (Department of State, Central Files, 821.413/ 
10-3155) 

* Alberto Martin Artajo, Spanish Minister of Foreign Affairs. 
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442. Editorial Note 


Assistant Secretary Holland, accompanied by officials from vari- 
ous United States Government agencies, visited six South American 
countries, November 17—December 3. The delegation visited Colom- 
bia, Ecuador, Peru, Bolivia, Chile, and Argentina to discuss inter- 
American problems with government officials and with Embassy 
personnel. Upon his departure on November 17, Holland stated: “I 
shall be interested in seeing, myself, how the economic policies 
enunciated at the Meeting of Ministers of Finance and Economy at 
Rio de Janeiro a year ago are going forward.” For text of Holland’s 
departure statement, see Department of State Bulletin, November 28, 
1955, page 897. An account of the trip and related memoranda of 
conversation were transmitted in despatch 355, November 25. (De- 
partment of State, Central Files, 033.1120/11-2555) Additional docu- 
mentation is ibid., 110.15-HO. 





443. Letter From the Secretary of Defense (Wilson) to the 
Secretary of State’ 


Washington, November 23, 1955. 


DEAR MR. SECRETARY: In my two letters of January 28, 1955” to 
you regarding the financial responsibility for logistic support provid- 
ed by the Navy to Colombia and Thailand naval vessels in connec- 
tion with their participation in the United Nations action in Korea, it 
was pointed out that no reimbursements have been received from 
either country for support provided and that continuing support was 
being provided at a cost to the Navy of about $20,000 per month for 
each country. It was requested that the Department of State look 
into the matter of the ability of the recipient countries to pay, and it 
was suggested that an effective date be established after which the 
Colombian Government would commence paying currently for sup- 


port requested. 





* Source: Department of State, Central Files, 721.5621/11-2355. Confidential. 
Copies of this letter were sent to the Secretary of the Treasury and to the Director of 
the Bureau of the Budget. 

* See footnote 2, Document 421. 
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Deputy Under Secretary of State Murphy’s reply of February 
14, 1955° states that, in view of some questions as to the authority 
of the President, it is impracticable to initiate negotiations in such 
cases as Colombia and Thailand where it is known from their 
economic situation or previous discussions with the governments 
that the prospects of full payment are poor. 

Some of the countries have currently been paying amounts 
owed without need for action by the Department of State, and in 
some other cases action has been taken by the Department of State. 
However, because delay in seeking proper reimbursement from na- 
tions who were provided logistic support by the United States in 
connection with the United Nations action in Korea diminishes the 
likelihood of securing repayment, and because of the important 
precedent being created in connection with this aspect of United 
Nations police actions, additional action appears desirable. 

The policy under which the support was provided was that the 
recipient country would recognize an obligation for payment to be 
settled preferably by prompt payment in dollars or if that was not 
practicable the manner and time of settlement would become the 
subject of later negotiation between official governmental represent- 
' atives. It is understood that the only exception approved by the 
President to this policy was the case of India. 

It would seem that regardless of the question of the clarity of 
the authority of the President, it would be both proper and busi- 
ness-like to proceed with analysis of the ability of the various 
countries to pay on immediate or deferred terms the amounts they 
owe. Additionally, it would appear that discussions could properly 
be undertaken with all countries with potential ability to pay in 
order to determine the manner in which they are willing to discharge 
their obligation. There would not seem to be a need for the United 
States initially to make any commitments in such discussions to 
accept less than full payment under deferred terms even though it 
might be felt in some cases that some scale-down in amount was 
justifiable. Such discussions could be on a basis that any arrange- 
ments other than payment of the full amount due, either in a lump 
sum or over a reasonable period of years, would have to be reported 
to the President for consideration and decision—which would be 
made later in the light of the conclusions in process as to what 
authority exists or will be sought by legislative action. 

It seems apparent that some of the countries listed in the 
attached summary‘ of the value of logistic support furnished could 
afford to settle their obligations without undue financial disturbance. 





> Document 421. 
* Not printed. 

















The Department of Defense stands ready to provide assistance 
in achieving these objectives.° 








| 


| by Assistant Secretary of State for Inter- 
American Affairs (Holland)' 


Washington, December 10, 1955. 


Notes on Problems in Countries Visited on Recent South American trip 
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ICA officer involved assigned to the economic section of the Embas- 
sy. However, it was decided to eliminate reference to an investment 
counseling program from the program structure of the ICA mission. 

3. Export-Import Bank Activities 

The Bank is prepared to go forward with the Paz de Rio loan, 
but is awaiting an IBRD report. 

The Minister of Finance requested a line of credit to be man- 
aged by the Central Bank and to be used primarily to import 
agricultural equipment. He requested $100 million; Mr. Waugh indi- 
cated that he might consider a line, but of a considerably smaller 
amount. The Export-Import Bank agreed to give a reply on this 


4. I talked to President Rojas about the bad publicity that he is 
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445. Memorandum From the Deputy Assistant Secretary of 
State for Inter-American Affairs (Lyon) to the Deputy 
Under Secretary of State (Murphy)’ 





Washington, December 22, 1955. 


tones. This was particularly true between 1949 and 1953 when it 
was frequently difficult to distinguish between political and reli- 
gious-motivated warfare in which thousands of persons, including 
hundreds of Protestants, were killed. During this period 46 Protes- 
tant schools were dynamited or burned and one U.S. missionary 
murdered. 

During [Since?] 1953 killings and beatings have lessened, but 
nee ee eae Se cee a ace 


about 1866 to advise it in educational matters. 
On July 14, 1955, the Colombian Ministry of Education issued a 
resolution providing, amongst other things, that if non-Catholic 


and off school premises, and have also been able to take, as a part of 
the school course, religious education given by Protestant teachers 
which has met the requirements of the Ministry of Education for 
official certificates, etc. There has been absolutely no proselytizing in 
Protestant schools. 

Faced with the Ministry's resolution, the Protestant schools 
decided that, rather than admit Catholic professors they would not 
admit Catholic students. This was immediately denounced by the 
Catholic hierarchy as a subtle form of propaganda and as an attempt 
to force Catholics to register as non-Catholics in order to gain 
admission to the schools. The Archbishop of Bogota issued a circular 
excommunicating Catholic parents who send their children to the 
Protestant schools. 





* Source: Department of State, Central Files, 821.413/12-2255. Confidential. 
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Ambassador Bonsal has informally expressed the hope to the 
Foreign Minister that a solution can be found which will restore the 
status quo ante July 14. He also said that it is difficult not to share 


ly to the Papal Nuncio in the hope that he would exert a moderating 
influence. Ambassador Bonsal is not optimistic as to the outcome. 
At the request of Assistant Secretary Holland the Colombian 


view of the stir that the Ministry of Education’s resolution has 





*Memorandum of conversation, December 19, by Gerberich. (/hid, 821.413/ 
12-1955) 





446. Memorandum From Albert H. Gerberich of the Office of 
South American Affairs to the Deputy Assistant Secretary 
of State for Inter-American Affairs (Lyon)' 


Washington, February 3, 1956. 
SUBJECT 
Comments on the Political Situation in Colombia 


The popularity of Gen. Gustavo Rojas Pinilla, who exerts a 
virtual military dictatorship in Colombia in the name of the Con- 
servative Party, seems to have continuously fallen off during the 
past year or so. It is possible that he has a strong following amongst 
the rank and file of the people in the country, but most of the 
political leaders are now hostile to him. The restrictions he has 
imposed on the press of the country have not only accentuated this 
hostility but have raised a considerable storm of protest abroad. At 
the present time there are no Liberal newspapers published in the 





* Source: Department of State, Central Files, 821.413/2-356. Secret. 
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capital and no Laureanista newspapers published in the entire coun- 
try. The Laureanistas (followers of ex-President Laureano Gomez) 
are said to make up 90% of the membership of the Conservative 
Party. 

President Rojas still seems to be in firm control of the situation. 
He has said publicly that the army, the church and the people are all 
with him. There is no evidence of any break in the army support. 
He has been extremely careful to avoid any disagreement with the 
Church and its policies. The sectors of the populace who would like 
to overthrow him appear to lack both leadership and means to carry 
out any such objective. Nevertheless, rumors have been heard in 
Bogota, Washington, and Caracas that his days are numbered, that 
there is well-advanced plotting against him, and that he will be 
deposed by joint action of the military and traditional political 
elements. 

The civil strife in the country is centered mostly in the southern 
Andes (where the Departments of Tolima, Valle, Cauca and Huila 
meet) and in the western Llanos. Guerrilla strength is estimated at 
between 6000 and 7000 in all. Guerrilla activity has not as yet 
become a serious threat to the stability of the government. 

The principal problems facing us are: 

1. Religious Strife. The two most pressing phases of this problem 
are (a) the question of the opening of the Protestant schools; (b) the 
attack on the Reverend Julius Allan deGruyter last October 17. The 
Colombian Ambassador has promised to give us a definite statement 
regarding the former, but says he has received no word from Bogota. 
The Colombian Government has not given us a satisfactory state- 
ment in reply to our request that those guilty of the attack on 
deGruyter be punished. A note to the Colombian Embassy expres- 
sing our dissatisfaction on this point is being prepared. The matter 
of the schools will become serious if they are refused approval on 
the basis of religious discrimination. 

2. Military Assistance. The Colombians have submitted a formal 
request that their responsibilities under the Mutual Assistance 
Agreement be expanded and that they be given additional military 
supplies to enable them to carry out such responsibilities. The 
request was forwarded to the Pentagon, but no reply has yet been 
made to it. 

3. Reimbursement for Logistic Support in Korea. Colombia theoretically 
owes between $14 and $15 million for logistic support to its forces 
in the Korean campaign, but maintains that it was promised that the 
bill would be subject to negotiation both as to amount and currency. 
At the present moment a careful survey is under way of all these 
reimbursement bills, which will probably result in specific recom- 
mendations to the President as to the action to be taken. 
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4. Paz de Rio Steel Plant Credit. The Eximbank is still waiting for 
word from the Colombians as to whether they wish to submit their 
application under the conditions laid down in its note to Ambassa- 
dor Zuleta. 

5. Air Agreement. Negotiations for a Bilateral Aviation Agreement 








447. Editorial Note 


In February 1956, the Waterston mission to Colombia submitted 
its report, “A Program for Colombian Public Investment and Exter- 
nal Borrowing,” to the International Bank for Reconstruction and 
Development (IBRD). A copy of this report, No. Z-6, in two parts 
with three annexes, is in the archives of the IBRD. No copy of the 
Waterston report has been found in Department of State files. In a 
memorandum dated March 23, Albert H. Gerberich informed Assist- 
ant Secretary Holland of the conclusions of the IBRD mission 


regarding the Paz de Rio steel plant. According to Gerberich’s 
memorandum, the mission recommended the following: 


“The Government [of Colombia] should refrain from becoming 
Saal 0b camels deameomnale anatoone to Paz de Rio 
ee management assistance has 

sos democtoeted its ‘capacity to master the 


(inal 
tudes and Signe ( 


State, Holland Files Files: Lot 57 D 96, Colombia) 














testify to almost anything they say, and they may have done this in 
the deGruyter case and other cases. 

Nevertheless, he had a feeling that the situation had improved 
in the last month or two. He asked Mr. Gerberich if he had heard of 
any incidents in that time. Mr. Gerberich said he knew of but one, 





* Source: Department of State, Central Files, 821.413/3-3056. Confidential. Draft- 
ed by Gerberich. 


an Ambassador to discuss the situation. (/bid, 821.413/3-2756) 
* Not found in Department of State files. 
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a ranch, and where many of the laboring people are Protestants. 
said in this case some of the Catholic laborers actually blew up 





449. Letter From the Deputy Under Secretary of State 
(Murphy) to the Assistant Secretary of Defense for 
International Security Affairs (Gray)' 


Washington, March 31, 1956. 


a copy of which is enclosed, 

the loan of two destroyers under the provisions of the 

bilateral Military Assistance Agreement with Colombia.’ It will be 
noted that the Colombian Government offers to pay the cost of 
rehabilitation for the two destroyers on the understandin; «:.at this 
States, in its security interests, 

period of the loan agreement. 

Although the Colombian Government has offered to pay the cost of 
rehabilitation, the Colombian Ambassador has indicated informally 
that his Government considers Colombia is not receiving equitable 
treatment from the United States under the grant military program. 
In this connection, he referred to the legislation now pending in the 





* Source: Department of State, Central Files, 721.5621/3~756. Confidential. 

* The note is not printed. In a memorandum of conversation dated March 7, 
Gerberich reported that Ambassador Urrutia handed to Holland a note from his 
government requesting that the vessels be made available on loan from the US. 
mothball fleet as this would be less expensive than repairing the destroyers already 
owned by Colombia. (/bid,, 721.5-MSP/3-756) 
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Congress to loan two submarines to Brazil and to pay the cost of 
rehabilitation from MDAP funds. I should like to suggest, therefore, 
if the Department of Defense decides that there is a military 
justification for providing two destroyers to Colombia, that consider- 
ation be given to rehabilitating one or both vessels with MDAP 
funds. 

From the political point of view it would appear desirable to 
respond favorably to the Colombian request. This request should, 
however, be considered in the context of a program for the loan of 
naval vessels to Latin American countries as suggested in my letter 
to you of October 7, 1955.’ I should appreciate being advised of 
your Department's decision on this request and, if favorable, wheth- 
er it is planned to introduce enabling legislation during the present 
session of Congress. 

You will recall that the interests of the Colombian Government 
in acquiring destroyers has been the subject of previous representa- 
tions by the Colombian Government and that a request for two 
destroyers is included in the Colombian note of December 30, 1955, 
which was referred to you by Mr. Hill’s letter of January 20, 1956.‘ 
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450. National Intelligence Estimate’ 








NIE 88-56 Washington, April 10, 1956. 


PROBABLE DEVELOPMENTS IN COLOMBIA? 
The Problem 


To estimate the current situation in Colombia and probable 
developments through mid-1958, with particular reference to the 
character and stability of the Rojas Pinilla regime. 


Conclusions 


1. The present Colombian government is an authoritarian regime 
under military control. President Gustavo Rojas Pinilla has failed in 
his efforts to organize a broad political base and is maintained in 
power only by the backing of the armed forces. (Paras. 22-24) 

2. The traditional Conservative and Liberal parties constitute the 
principal opposition. They are hampered by internal weaknesses, and 
are harassed and restricted in their activities by the government. 
Their principal leaders show no taste for militant political action. 
Nevertheless, the parties are able to apply sustained pressure upon 
the Rojas Pinilla administration. (Paras. 25-30) 

3. About 6,000 guerrillas are active in parts of the nation’s 
mountainous areas and main river valleys (see map).’ Present guerril- 
la capabilities are limited to harassment of government forces and to 
brigandage. Guerrilla operations have no over-all centralized direc- 
tion, but the Communists have extended their influence in the 
guerrilla movement and probably now exercise effective control over 





‘Source: Department of State, INR-NIE Files. Secret. National Intelligence Esti- 


represented on the Intelligence Advisory Committee (IAC), discussed and 
working groups coordinated by the Office of National 


telligence Agency (CIA), approved by the IAC, and 
under the aegis of the CIA to the President, appropriate officers of cabinet 
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the leaders of possibly as many as half of the active guerrillas.‘ 
(Paras. 31-36) 

4. The Colombian Communist Party (PCC) was declared illegal 
in March 1956. There are probably not more than 5,000 Commu- 
nists; their political and labor influence has been declining over the 
past decade. The guerrilla movement is subject to Communist ex- 
ploitation, but it is not likely that the PCC could, by this means, 
become a serious contender for political power in Colombia during 
the period of this estimate. It might, however, become able to exact 
political concessions as the price of a cessation of guerrilla activities, 
particularly if and when the Rojas Pinilla regime were overthrown 
by other political forces. (Paras. 37-38, 61) 

5. The Colombian armed forces firmly support Rojas Pinilla. 
They are capable of either maintaining the President in power or 
deposing him. Better organized, trained, and equipped than at any 
other time in their history, they are capable of defending the 
country against its adjacent neighbors, but their limited efforts have 
thus far failed to eliminate guerrilla activities. (Paras. 39-42) 

6. Colombia's current economic position is fairly healthy. Coffee 
exports remain at high levels, and prices are relatively good. The 
government is successfully maintaining a vigorous economic expan- 
sion program, abetted by sizable inflows of foreign capital. Inflation- 
ary forces have been kept under control. (Paras. 43-49) 

7. Colombia has been among the most cooperative of the Latin 
American nations in support of United States political and defense 
objectives, both Hemispheric and worldwide. However, like other 
Latin American nations, it often opposes the US on economic and 
colonial issues in the UN and the OAS. The anti-Protestant policies 
of the government and the Catholic Church, which affect US mis- 
sionaries, remain a thorny issue in US-Colombian relations. (Paras. 
50-52) 

8. We believe that Rojas Pinilla will remain in office at least 
through 1956. The military will almost certainly continue to support 
the regime. It is unlikely that the opposition parties will overcome 
present weaknesses or adopt more militant tactics, or that the 
guerrillas will be able to increase their capabilities significantly 
during this period. Furthermore, based on the outlook for coffee 





‘In a memorandum to Bernbaum and King of ARA, dated April 11, Gerberich 
commented on this paragraph regarding Communist control of guerrilla forces in 
Colombia. He stated, “I do not believe our Embassy's reporting is in agreement with 
the inference made in that [final] sentence. I have written the Embassy to request a 
more precise statement on the subject, and until I receive it I am still going on the 
assumption that Communist control over so great a number of men is far from 
proved, and probably incorrect.” (Department of State, Central Files, 721.00/4-1156) 
No record of a response from the Embassy in Colombia has been found in Depart- 
ment of State files. 
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prices, 1956 will probably be a relatively good year economically for 
Colombia. (Paras. 55, 58) 

9. Beyond 1956 the President’s prospects are less certain. The 
irreconcilable issues between the traditional parties on the one hand, 
and the government on the other, will probably increase political 
tension, in which case the chances for violence and public disorder 
will be greatly magnified. In this climate, the armed forces might 
oust Rojas Pinilla in an attempt to restore stability and preserve their 
continued control of the government. (Paras. 56, 60.) 

10. The armed forces will remain united in their support of 
Rojas Pinilla only so long as the officers generally remain convinced 
that his leadership is effective and that he has not become a political 
liability. A great increase in political tensions accompanied by a 
serious deterioration in the economic situation would probably lead 
the armed forces to depose Rojas Pinilla. In this event, the nature 
and orientation of any successor government would almost certainly 
be determined by the armed forces. We are unable to estimate 
whether a successor government would be able to re-establish order- 
ly political processes. (Para. 59) 

11. Neither the Rojas Pinilla regime nor any probable successor 
is likely to alter Colombia's policy of close cooperation with the 
United States in resisting Communism and maintaining peace in the 
Hemisphere. Colombia will almost certainly continue to support the 
West against the Soviet Bloc in the UN. However, Colombia's 
current small volume of trade with the Soviet Bloc probably will 
expand somewhat, and diplomatic relations may be revived. (Para. 
62) 


Discussion 
L Introduction 


12. The strategic importance of Colombia to the United States 
derives from its proximity to the Panama Canal. With over 12 
million inhabitants, it ranks fourth in population (behind Brazil, 
Mexico, and Argentina) among the Latin American republics. About 
two-thirds of the population is of mixed blood (mestizo and mulat- 
to). A large proportion is poverty stricken and illiterate. Political and 
economic power is in the hands of a small white elite. Agricultural 
pursuits occupy three-fifths of the employed. The axis of the 
economy is coffee production. Although Colombia has abundant 
land, mineral, and power resources, its economic development has 
been seriously handicapped by some of the most rugged topography 
in the world. Among Latin American nations, Colombia is the most 
intensely Catholic. Until 1948, it was also noted for the relative 
maturity and stability of its political institutions. 
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13. Until recently, control of Colombia's institutional life by the 
landholding, merchant, military, and ecclesiastical elite was virtually 
unquestioned. Since early in the twentieth century constitutional 
successions had become the rule, with political office alternating 
between the traditional Conservative and Liberal parties, the former 
supporting strong central government and the temporal influence of 
the Church, the latter opposing both. Although local feuds often 
resulted from the deep-seated bitterness between the traditional 
parties, national politics were for the most part orderly and stable. 

14. In terms of general Latin American politics, two institu- 
tions—the Church and the army—occupied peculiar positions in 
Colombia. The Church, largely through its association with the 
Conservative party, was politically more active and influential than 
in other countries of the area. On the other hand, the Colombian 
army, unlike those of most other Latin American republics, had 
generally refrained from active intervention in politics and had 
acquired a reputation as a guardian of constitutional processes. 

15. From about the time of World War I, economic and social 
change began to modify the general political environment. Colombia 
took the first major steps towards economic development and diver- 
sification by encouraging consumer industries and by establishing a 
foreign-financed petroleum industry. The pace of economic growth 
and change was greatly accelerated from the thirties onward. In- 
creasing industrialization brought about migration from rural areas to 
Colombia’s cities, and there began to emerge a more class-conscious 
urban labor force. The changing social pattern intensified existing 
party cleavages and began to undermine the old political order. 

16. Liberal politicians led by Alfonso Lopez’ were the first to 
bid for the support of these new urban elements. The Liberal party, 
which promoted social reform along with industrialization and en- 
couraged the organization of labor, was able to maintain itself in 
power as the majority party from 1930 to 1946. However, when 
labor elements led by Jorge Eliecer Gaitan demanded a larger voice 
in party councils, the old-line Liberal politicians refused. The result 
was a split in the Liberal party which enabled the minority Conserv- 
ative party to win the election of 1946. Two years later Gaitan was 
assassinated and leftist elements within the Liberal party became 
splintered and ineffective. 

17. The Conservatives, once returned to power, showed them- 
selves even less capable than the Liberals of adapting to a changing 
social and political environment. Serious rifts in the Conservative 
party developed around the rivalry between the moderate President 
Ospina Perez (1946-1950) and Laureano Gomez, who held extremist 





* Alfonso Lopez Pumarejo, President of Colombia, 1934-1938. 
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authoritarian convictions. The latter won the Presidency in 1950 
without united Conservative support in a controlled election in 
which the Liberals refused to participate. 

18. The election of a minority Conservative government in 1946 
ended the period of relative order and stability in Colombian politi- 
cal life and introduced a period of increasing violence and instability. 
The tension between Liberals and Conservatives resulted in an 
increasing number of political murders in the countryside. Against 
this background, the murder of Gaitan, in April 1948, touched off 
the famous “Bogolazo,” the spontaneous reaction of the leftist Liberal 
mob of Bogota against the Conservative regime, which was rendered 
the more spectacular »ecause the ninth Inter-American Conference 
was then in session in Bogota. 

19. Severe restrictions on constitutional liberties, pursuant to the 
state of siege declared in November 1949, provoked further violence 
in the countryside. Guerrilla fighting, supported by political die- 
hards, adventurers, outlaws, and some Communists, spread through- 
out most of the settled rural areas and into the sparsely populated 
llanos (plains) east of the Andes. President Gomez countered by 
further curbing political liberties and by converting the armed forces 
into instruments for the preservation of Conservative rule. By 1953, 
the conflict between the opposition and the government had reached 
a deadlock, with neither side capable of defeating the other and with 
tension so extreme as to preclude truce negotiations. 

20. In this situation the army, under the command of General 
Rojas Pinilla, ousted President Gomez and took over the government 
in June 1953. This action was generally and enthusiastically wel- 
comed by the populace which had lost confidence in its civilian 
political leadership. Rojas Pinilla, capitalizing on this reservoir of 
good will, virtually halted guerrilla activity through offers of amnes- 
ty and rehabilitation to guerrillas willing to surrender their arms. In 
addition, the new regime formulated a broad new program calling 
for economic aid to areas affected by civil strife, re-establishment of 
civil liberties, constitutional reform, improvement of living standards, 
and elections as soon as possible. 

21. Despite this auspicious beginning, the new regime failed to 
alter the process of political deterioration. Rojas Pinilla showed little 
inclination to return power to the civilian parties, and instead 
displayed intentions to perpetuate himself in office. The state of 
siege was maintained, elections were postponed, and the civilian 
politicians were harassed by unprecedented radio and press controls, 
while administrative positions progressively passed into military 
hands. The promised economic and social benefits for large groups 
of the population were not forthcoming, and the pacification of the 
country was only temporary. A determined effort by the regime to 











gime under military control. Under Rojas Pinilla, army officers play 
a major role in the determination of national policy. The general 
staff, pe ange + often decides affairs of state. Increas- 
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malcontents. The President retains backing in the Conservative party 
only from one minority extremist faction and a scattering of personal 
followers. He also has some support from a dissident Liberal minori- 
ty, chiefly of leftist orientation, and from a handful of socialists and 


reactions of the traditional parties, labor, and the Church. Since 
Rojas Pinilla remains reluctant to force the issue in the face of this 
opposition, he has refrained from carrying out various schemes for 
the formal organization of a government-controlled third party or 
labor confederation. 
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25. At the same time, the traditional political parties remain 
incapable of exercising any effective political initiative. The Con- 
servatives are split into four rival factions incapable of united action. 
The Liberals lack forceful leadership; the party is rendered ineffec- 
tive by the tendency of its members toward either apathy or 
dissidence. Neither party has anything to propose, except a general- 
ized demand for a return to representative constitutional govern- 
ment. Their activities are effectively controlled by the regime. Even 
the unrepresentative Constituent Assembly has not been allowed to 
meet since it elected Rojas Pinilla president for a four-year term in 
1954. Consequently there is no legislature and no prospect of any 
elections. Party assemblies are prohibited, except for a few specially 
controlled occasions; political leaders are prevented from touring the 
countryside to revive party loyalties, as has been customary; political 
propaganda in the press has been suppressed. The government 
responded with violence to a recent spontaneous popular demonstra- 
tion at the Bogota bull ring in recognition of Alberto Lleras Camar- 
go,° former president of Colombia and present chief of the Liberal 
party. 

26. Neither of the traditional parties has advocated the over- 
throw of the regime by force. It appears that some prominent 
Liberals are planning to provide support to selected guerrilla groups, 
but most political leaders, including the top leadership of both 
parties, are inhibited by their memories of the destruction of life and 
property in the 1949-1953 civil disturbances, their awareness of the 
overwhelming military support enjoyed by the government, and 
their fears of bringing into play uncontrollable popular forces. Nev- 
ertheless, the traditional parties have been able to maintain political 
pressure upon Rojas Pinilla. Through propaganda and proposals for 
the restoration of political activity they have kept the government 
on the defensive. The acute sensitivity of the Rojas Pinilla govern- 
ment to criticism and the severity of its restrictive and punitive 
countermeasures are a measure of the effectiveness of this opposition 
political pressure. 

27. The resultant political situation is a deadlock. The govern- 
ment is unable to broaden the base of its political support and 
unwilling to restore constitutional processes. The traditional parties, 
on the other hand, remain incapable of any effective political action 
except the denial of political support to the government. 

28. Although the Catholic Church generally supports the present 
regime, it has been strongly critical of certain major government 
policies. The hierarchy has expressed disapproval of the govern- 
ment’s secondary school reforms, which it regarded as infringing on 


* Lieras Camargo, President of Colombia, 1945-1946. 
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Church prerogatives in education, and it has denounced restrictions 
upon the freedom of expression, which have affected Catholic media 
of information. The most determined clerical opposition to the 
regime has come in response to Rojas’ efforts to build up a popular 
following in opposition to the traditional parties and to the Church- 
influenced labor unions. 

29. The Colombian labor movement, always closely allied with 
the political parties, has never developed independent leadership. 
Liberal-oriented unions, formerly in the majority, declined and disin- 
tegrated. The Conservative-oriented and Church-influenced Union of 
Colombian Workers (UTC), which controls about one-half of the 
nation’s 500,000 organized workers, is the nation’s only important 
labor confederation. Though harassed by the government's restric- 
tions and controls, the UTC has nevertheless effectively opposed the 
organization of administration-sponsored unions. In the face of gov- 
ernment discouragement of independent labor activity and the 
breakdown of the traditional political system, the majority of orga- 
nized workers have become increasingly apathetic and are union 
members in name only. 

30. Colombia’s propertied and commercial interests, which cut 
across party lines, are for the most part organized into functional 
associations which act as pressure groups and have a considerable 
voice in the determination of national policies. These special-interest 
organizations, most important of which are the National Federation 
of Coffee Growers, the National Association of Industrialists, and 
the National Federation of Merchants, are generally consulted by the 
government on legislation and policies affecting their interests. Al- 
though the influence of these groups is limited to economic issues, 
the sum total of their action tends to circumscribe the freedom of 
the government in matters of broad policy planning. 

Subversive 

31. Political unrest under the Kojas Pinilla regime has been 
accompanied by a resumption of guerrilla warfare. Guerrilla groups 
comprise a wide variety of elements with disparate and even con- 
flicting aspirations: dissident members of the traditional parties in- 
tent upon undermining the Rojas Pinilla regime, Liberals and 
Conservatives waging the traditional partisan battle against each 
other, veterans and victims of the 1949-1953 civil war, bandits, and 
some Communist party members and sympathizers. There is no 
overall centralized direction of the guerrilla movement. 

32. The real extent and seriousness of the guerrilla movement 
are difficult to assess. So far, only some 4,500 troops have been 
committed to guerrilla-infested areas. On the other hand, army 
officers have tended to exaggerate both the number of guerrillas and 
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army successes in combatting them. Government officials, including 
the President, have also exaggerated guerrilla activities both to 
justify maintenance of the state of siege and to “prove” the regime’s 
progress towards restoring order. In addition, press censorship, offi- 
cial radio controls, and the very nature of the fighting make a 
precise assessment of the civil disorders impossible. 

33. There are probably about 6,000 active guerrillas. The princi- 
pal concentrations are in central and western Tolima and the adja- 
cent mountainous regions of southern Caldas, Valle del Cauca, 
Cauca, and Huila, where almost 4,000 guerrillas are now operating 
(see map). Various small bands also operate in the Cauca and 
Magdalena River valleys and on the western edge of the llanos. The 
Colombian army claims that order has been restored in eastern 
Tolima and southern Cundinamarca, where guerrilla warfare as- 
sumed major proportions early in 1955, but sporadic outbreaks of 
violence still occur in those areas. A band of guerrillas in southern 
Boyaca appears to have been reduced. 

34. In addition to the 6,000 active guerrillas, approximately 
6,000 “ex-guerrillas” live quietly in southern Tolima and control 
their own affairs. The army is not attempting to reduce this area. 
Another largely inactive group is located along the Magdalena River 
valley. 

35. The guerrillas are armed only with rifles, carbines, subma- 
chine guns, home-made hand grenades, and machetes. These weap- 
ons have been obtained in part from government sources, by theft or 
capture, and in part by smuggling from neighboring countries. The 
guerrillas normally operate in small bands, but on occasion groups of 
a hundred or more have clashed with army units. The guerrilla areas 
are isolated and rugged. The guerrillas control no lines of communi- 
cation and are apparently incapable of dislodging army units from 
their present positions. Present guerrilla capabilities are apparently 
limited to the harassment of government forces and the pillaging of 
local farmers. 

36. High government officials, including the President, contend 
that a large percentage of the guerrillas are Communist and are 
directed and assisted by the international Communist apparatus. 
While there is no reason to believe that any considerable number of 
the guerrillas are ideologically Communistic, there is evidence that 
the Colombian Communist Party (PCC) has been active in supplying 
certain guerrilla bands with arms, food, clothing, medicines, and 
money, as well as with political propaganda. By these means, it has 
extended its influence in the guerrilla movement and probably now 
exercises effective control over the leaders of possibly as many as 
half of the active guerrillas. Present Communist strategy, in connec- 
tion with the guerrilla movement, is to develop local civilian “self- 
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defense” committees. These committees are to take control of areas 
with good defensive possibilities, set up a relatively independent 
economy, carry out agrarian reforms, and eventually establish a 
“democratic government of national liberation” in such areas. 

37. There is also evidence that certain Liberals are concerned 
regarding the trend toward Communist control of the guerrilla 
movement, which they attribute solely to Communist activity in 
supplying the material wants of the guerrillas, and are seeking to 
counter Communist influence by developing Liberal sources of sup- 
ply for the guerrillas. Liberal influence among the guerrillas is 
potentially greater than that of the Communists, but the present 
Liberal party leadership is not disposed to sanction strong Liberal 
support of the guerrilla movement, for fear of expanding and inten- 
sifying civil disorder and violence. 

38. Apart from potential leadership of the guerrilla movement, 
Communist capabilities in Colombia are extremely limited. In 1945 
Communist candidates polled 27,000 votes (three percent of the 
total), but since then Communist political prestige has sharply de- 
clined. The PCC probably now has no more than 5,000 members and 
almost no political influence. In 1954 the government outlawed the 
“political activities of international Communism”; in March 1956 it 
declared the PCC itself illegal. Similarly, Communist influence in 
organized labor has declined. The Communist labor confederation 


(CTC) does not now constitute an effective base for political action. 
Important influence in certain unions in the Barranquilla area is 
exercised by dissident Communists, most of whom currently support 
the Rojas Pinilla regime. We have no evidence of Communist 
influence in the armed forces. 


Milt 

39. The Colombian armed forces are better organized, trained, 
and equipped than at any other time in the history of the country. 
The government continues to improve the effectiveness and prestige 
of the armed forces. To this end it has maintained US Army, Navy, 
and Air Force training missions, and has concluded a bilateral 
military assistance agreement with the US, thus making Colombia 
eligible for grant aid under the Mutual Security Act of 1951. 
Colombia has committed one infantry and one AA battalion, and 
four naval vessels for Hemisphere defense. 

40. The army, numbering some 32,000 men, dominates the 
armed forces. Control of the navy, the air force, and the 18,000-man 
police force is traditionally vested in the top army leaders. The navy 
has 4,200 men and 32 vessels, of which the largest are two recently 
modernized escort destroyers. Delivery of two new destroyers from 
Sweden is expected in 1957. The air force has 3,200 men and 220 
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aircraft, the most effective of which are 37 piston fighters and 9 

41. Most of the armed forces officers come from Conservative 
party families. Purges, retirements, and controls over appointments 
to the Military Academy have virtually eliminated officers with 
Liberal sympathies. Despite their Conservative background, armed 
forces officers are loyal to brother-officer Rojas Pinilla, rather than 
to the Conservative party. The President, in turn, looks out for the 
officers’ interests. Together, this “Government of the Armed Forces” 
rules Colombia. 

42. The armed forces are capable of defending Colombia against 
invasion by the forces of any neighboring country and of maintain- 
ing the regime in power against any internal opposition. However, 
they have done little more than contain the guerrilla movement. At 
their present strength, it may be beyond their capabilities to elimi- 
nate guerrilla activities in the relatively inaccessible areas in which 
the guerrillas now operate. The small scale of the antiguerrilla effort 
(only 4,500 troops) appears to reflect a policy decision that it is both 
unnecessary and inexpedient to send major forces into the moun- 
tains in pursuit of them. The guerrillas cannot seriously threaten the 
regime without coming out into areas where the armed forces could 
operate against them with greater strength and effectiveness. Some 
consideration is being given to a plan to recruit a special force of up 
to 6,000 to hunt down the guerrillas. However, the Tolima gover- 
nor’s recent proposal for a political rather than a military solution to 
the problem indicates a continued reluctance on the part of the 


government to take aggressive action against the guerrillas. 
Economic 


43. Coffee is the mainstay of the nation’s economy. Colombia is 
the world’s largest producer of mild coffee which is essential for 
commercial blending. It supplies 16 percent of all the coffee that 
moves in international trade, being second only to Brazil. it depends 
upon the export of coffee, and to a lesser extent petroleum and 
bananas, to obtain most of its requirements of industrial raw mate- 
rials and manufactured goods. Because coffee accounts for one-half 
of the value of Colombian agricultural production and supplies over 
80 percent of the country’s foreign exchange receipts, the nation’s 
economic situation has been highly sensitive to fluctuations in the 
international coffee market. In an effort to reduce this dependence, 
the post World War II governments have pursued vigorous policies 
of industrialization. 

44. From 1945 to 1954 Colombia's rate of economic growth 
steadily remained among the highest in Latin America, with an 
annual four percent per capita increase in GNP. The latter was 
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estimated in 1954 at $3.4 billion of which industry accounted for 16 
percent and agriculture 36 percent. Industry's rate of growth was 
twice that of agriculture. 

45. Colombia’s rapid growth was stimulated and maintained by 
a climate favorable to the expansion of foreign and domestic private 
investment and by an energetic public investment program. In the 
1945 to 1954 period, an annual average of 18 percent of the gross 
income was devoted to investment. Approximately 11 percent of 
gross investment derived from foreign capital inflow, about half of 
which came from Eximbank and IBRD sources. 

46. Between 1945 and 1953, Colombia was able to maintain an 
increasingly high level of imports. This was due to improvement in 
the terms of trade resulting largely from rising coffee prices, to the 
spending of international reserves accumulated during World War Il, 
and to foreign loans and investments. During this period, while the 
annual volume of exports rose only 1.4 percent, the volume of 
imports expanded by 10 percent annualiy. 

47. An abrupt drop in the world price of coffee in August 1954, 
however, posed a threat to Colombia's development aspirations. In 
one year (June 1954—June 1955) spot prices in New York for Maniza- 
les coffee dropped one-fourth ($.85 to $.64 per pound). Receipts 
from coffee exports dropped from $524 million in 1954 to $465 
million in 1955. As a result, Colombia’s foreign exchange position 
weakened. Arrears on foreign commercial obligations at the end of 
1955 amounted to between $125 and $150 million. 

48. Despite the reduction in earnings from coffee, the Rojas 
Pinilla regime has decided to maintain its development activities at a 
high level and to adhere to a large public works program and 
expansion of industry, even if this involves deficit financing. A 
domestic steel plant, constructed despite recommendations to the 
contrary by the IBRD, was opened in 1955, and plans were being 
made for the development of complementary industries. The govern- 
ment’s program for electrification, road, and railway building, as well 
as its ambitious Cauca Valley project, also continued apace. These 
expansionist operations were reflected in a sharp rise of the govern- 
ment’s internal debt from 489 million pesos at the end of 1954 to 
880 million pesos by the end of November 1955. Moreover, the 
government is committed to support coffee prices to growers regard- 
less of world prices which, it is estimated, will decline over the next 
few years. 

49. Although these economic policies increased inflationary 
pressures, the country’s economic position remained fairly healthy in 
1955. Relatively stable prices were maintained in large part by price 
controls and an absence of wage increases. Domestic producers were 


able to supply an increasingly large part of the demand for agricul- 
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tural and manufactured goods. Coffee prices, though reduced, were 
still good. Early in 1956 the government began reducing its internal 
debt by selling its steel mill to private operators and by refunding 
operations. It also planned to restrict imports—but not so much as to 
hinder seriously its economic expansion—in order to liquidate out- 
standing commercial arrears accumulated as a result of expanded 
imports and reduced foreign exchange earnings during the last half 
of 1954 and 1955. 

teternational Relals 

50. In the first two decades of the twentieth century, relations 
between Colombia and the United States were strained because 
Colombia attributed the loss of Panama to US intervention, but ties 
have been cemented in the past generation. The role of the US in 
Colombia’s economic development has expanded rapidly; both as a 
trading partner and as a source of investment, the US is more 
important to Colombia than all other countries combined. Colombia 
has shown strong support for the inter-American system and has 
ranked high among the Latin American nations in backing the US 
position in the East-West struggle. Colombia was the only Latin 
American nation to contribute forces to the United Nations Com- 
mand in Korea (one infantry battalion and one escort vessel). 

51. However, in the United Nations, Colombia, along with other 
Latin American nations, has often opposed the US in voting on 
economic, colonial, and trusteeship issues. In the Organization of 
American States, although Colombia has generally supported US 
political and defense objectives, it has also been critical of US 
economic policies, and like the other Latin American republics, it 
resents the fact that US assistance programs have favored European 
and Asian nations. 

52. The most serious issue in Colombian-US relations arises 
from the anti-Protestant policies of the government and of the 
Catholic Church. Several instances of violence to the life and proper- 
ty of US Protestant missionaries have recently occurred. Despite 
formal protests by the United States, the Rojas Pinilla government 
has neither reprimanded the guilty nor taken action to insure free- 
dom of worship as guaranteed by the Constitution. The US-Colom- 
bian Treaty of Friendship, Commerce, and Navigation, signed in 
1951, has not been ratified because of the Colombian Catholic 
hierarchy’s fears that it would give Protestants equal rights with 
Catholics. 

53. Colombia's ties with the Soviet Bloc are not close. It severed 
relations with the USSR in May 1948 following the Bogota rioting. 
In 1955 Colombia and Czechoslovakia agreed to establish consular 
relations. Trade with the Bloc is insignificant. There are no official 
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trade and payments agreements and only a limited exchange of 
goods with Czechoslovakia and East Germany. 

54. Colombia’s relations with other Latin American countries 
have been generally friendly. It has taken the initiative in attempts 
to strengthen economic ties with neighboring Venezuela, Ecuador, 
and Panama, all of which originally formed part of Gran Colombia. 
historical and economic considerations and their mutual distrust of 
Peru. Colombia’s antagonism toward Peru dates from 1931, when 
Peruvian troops attempted to seize Leticia, Colombia’s remote port 
on the Amazon River (see map). It became more acute as a result of 
Peru's efforts, in violation of Latin American custom regarding 
political asylum, to force Colombia to surrender Haya de la Torre, a 
Peruvian opposition leader who took refuge in the Colombian em- 
bassy in Lima in 1949. That affair was finally settled in 1954, but 
tension between the two countries continues in consequence of 
Colombia’s demonstrated sympathy with Ecuador in Ecuador's 
boundary dispute with Peru. Colombia's generally amicable relations 
with Venezuela have been ruffled in the past several years by rival 
claims to a small group of offshore islets and by Venezuela's friendly 
attitude towards Peru. 


Ill. Probable Future Developments 


55. We believe that Rojas Pinilla will remain in office at least 
through 1956. The military will almost certainly continue to support 
the regime. It is unlikely that the opposition parties will overcome 
present weaknesses or adopt more militant tactics or that the guerril- 
las will be able to increase their capabilities significantly during this 
period. Furthermore, based on the present outlook for coffee prices, 
1956 will probably be a relatively good year economically for 
Colombia. 

56. Beyond 1956, Rojas Pinilla’s prospects are less certain. The 
irreconcilable issues between the traditional parties on the one hand, 
and the government on the other, will probably increase political 
tension, in which case the chances for violence and public disorder 
will be greatly magnified. The traditional parties are likely to main- 
tain and even to increase pressure for the re-establishment of the 
constitutional process. In response to this pressure the administration 
is likely to resort to increasingly repressive measures against its 
critics from either of the two parties. The political isolation of the 
government is likely to become accentuated. In this climate the 
armed forces might oust Rojas Pinilla in an attempt to restore 
stability and preserve their continued control of the government. 

57. The Rojas Pinilla regime will probably be unable to elimi- 
nate the guerrilla movement although, by increased effort, it may be 
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able to restrict further the area of guerrilla activities. Further deterio- 
ration of the political situation would tend to increase the number 
and activity of the guerrillas. Communist influence among the 
guerrillas is likely to increase, and, with Communist coordination 
and direction, guerrilla operations may become more effective, but 
the guerrillas cannot seriously threaten the regime without coming 
out into areas where the armed forces could operate against them 
more effectively. Only if the Liberals were to give the guerrilla 
movement substantia! support and leadership would it be likely to 
become a serious danger to the regime within the period of this 
estimate. 

58. On the economic front, it is unlikely that the price of coffee 
will decline sufficiently to force the government to curb substantial- 
ly its expansionist policies during 1956. We also believe that the 
nation’s development boom has enough momentum to insure contin- 
ued increases in foreign investment, domestic industrial growth, and 
GNP. Assuming judicious use of available exchange resources and 
barring any reckless increase of deficit financing by the government, 
the monetary authorities will probably be able to maintain a fairly 
stable balance of payments position and keep domestic inflationary 
forces under control. However, the regime will eventually face 
additional problems if, as anticipated, world coffee prices decline 
appreciably over the next few years: In this case, the government 
would be faced with the problem of either continuing expansionist 
policies by increasing taxes and reducing subsidies to coffee produc- 
ers, or of effecting an unpopular retrenchment. 

59. The armed forces will remain united in their support of 
Rojas Pinilla only as long as the officers generally remain convinced 
that his leadership is effective and that he has not become a political 
liability. A great increase in political tensions accompanied by seri- 
ous deterioration in the economic situation would probably lead the 
armed forces to depose Rojas Pinilla. In this event the nature and 
orientation of any successor government will almost certainly be 
determined by the armed forces. We are unable to estimate whether 
a successor government would be able to re-establish orderly politi- 
cal processes. 

60. Rojas Pinilla has announced that the state of siege will not 
be lifted and that elections will not be held during his tenure of 
office. These policies will almost certainly precipitate a political crisis 
as the expiration of the President’s term of office on 7 August 1958 
approaches. 

61. Increasing Communist influence in the guerrilla movement 
could have great political significance in the very long run, but it is 
not likely that the Communists could, by this means, become a 
serious contender for political power in Colombia within the period 
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of this estimate. They might, however, become able to exact political 
concessions as the price of a cessation of guerrilla activities, particu- 
larly if and when the Rojas Pinilla regime were overthrown by other 
political forces. 

62. Neither the Rojas Pinilla regime nor any probable successor 
is likely to alter Colombia’s policy of close cooperation with the 
United States in resisting Communism and maintaining peace in the 
Hemisphere. Colombia will almost certainly continue to rank high 
among the Latin American republics in support of the West as 
against the Soviet Bloc in the United Nations. However, Colombia's 
current small volume of trade with the Soviet Bloc probably will 
expand somewhat and diplomatic relations may be revived. Al- 
though it is unlikely that the Rojas Pinilla regime will withdraw its 
support of the Church’s campaign against Protestant activity, it is 
almost certain that the generally friendly diplomatic relations and 
close economic ties between Colombia and the United States will 
continue. 





451. Editorial Note 


In a letter dated April 12, E. Perkins McGuire informed Deputy 
Under Secretary Robert Murphy that the Colombian request for loan 
of two destroyers had been submitted to the Joint Chiefs of Staff for 
their comments. (Department of State, Central Files, 721.5-MSP/ 
4-1256) 

In telegram 789 from Bogota, May 23, C. Montagu Pigott, 
Counselor of the Embassy, reported that the Embassy had been 
informed by Admiral Arleigh A. Burke, Chief of Naval Operations, 
that the Joint Chiefs and the Secretary of Defense had approved the 
loan of ships to several Latin American countries, including Colom- 
bia. (/bid., 721.5-MSP/5-2356) 

In a memorandum dated August 14, Gerberich informed Bern- 
baum that the United States Congress had “failed to take action on 
proposed legislation which would have made it possible for Colom- 
bia to obtain two destroyers on a loan basis. The Colombian 
Ambassador is aware of this, and also aware that the Department 
did its best to urge favorable consideration of the proposed bill.” 
(Ibid., 821.413/8-1456) 
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452. Memorandum From Albert H. Gerberich of the Office of 
South American Affairs to the Director of the Office 
(Bernbaum)' 








Washington, April 26, 1956. 
SUBJECT 
Banco Popular and its Difficulties with U.S. Banks 


On Tuesday, April 24, Mr. Corliss? and I had lunch with Mr. 
Francis X. Scafuro, Vice President of Bank of America, and Mr. 
Henry Grady of the same institution. Mr. Scafuro told us he is 
flying to Bogota on Thursday and wili discuss with the Minister of 
Finance, with the Chief of the Office of Exchange Control,’ with 
Luis Morales Gomez (President of the Banco Popular), and probably 
with President Rojas himself the debts owed to eight U.S. banks by 
the Banco Popular. He said he is very much disappointed with 
Morales’ actions, and is definitely of the opinion that there is bad 
faith in his dealings. 

He said that the eight banks were recently paid a total of some 
$700,000 on account, but these payments were insufficient, were not 
allotted in proportion to the amount of the balance due each bank, 
and were made in such a manner that it was impossible to ascertain 
just what items were being paid off. The Bank of America also 
knows that exchange was obtained from the Office of Exchange 
Control to make additional remittances but was not used by the 
Banco Popular for the purpose. At one time, Scafuro says, the entire 
indebtedness to the Bank of America was authorized, but Morales 
never made payment. 

The total amount owed the eight U.S. banks is still well in 
excess of $4,000,000, U.S.C. Over $3,000,000 is still owing the two 
largest creditors. During the past month Bank of America received a 
remittance of $250,000 and Banco Popular still owes it about 
$920,000. It has examined the balance sheet of the Banco Popular 
and cannot make head or tail of it. An arrangement had been agreed 
upon whereby Banco Popular was to remit it $100,000 monthly, but 
this has not been followed. Morales Gomez was recently in New 
York and gave a big party while he was there, carefully excluding all 
representatives of Irving Trust Company and Bank of America. He 
has now set up between 55 and 60 branches of the Banco Popular in 





*Source: Department of State, Central Files, 821.14/4-2656. Confidential. Also 
addressed to Bainbridge C. Davis and William Belton. 

* James C. Corliss, adviser and alternate to the U.S. Representative to the Inter- 
American Economic and Social Council of the United Nations (IA-ECOSOC). 
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half a dozen countries and has evidently over-extended himself. The 
big question in the Bank of America’s mind is whether the Banco 
Popular is solvent. 

Mr. Scafuro also referred to the drop of the peso to the 
neighborhood of 4.80 to the dollar last week-end and said he would 
not be surprised if Finance Minister Villaveces would have to 
swallow his words and consent to devaluation very shortly, perhaps 
even this week. 

He said he expected to call on Ambassador Bonsal and Acting 
Commercial Counselor Hammond while he is in Bogota and keep 
them fully informed of his activities. 

On Wednesday morning, April 25, Mr. August Maffry, of the 
Irving Trust Company,‘ called at my office and left with me a letter 
from the Vice President of his firm, Mr. Michael Sieniawski, which 
he asked me to send by pouch to Ambassador Bonsal. He also asked 
me to make an appointment for him to talk with Ambassador Bonsal 
when the latter gets here, saying it is known in New York that he 
will be coming up on May 5. I glanced through the letter and 
noticed that it concluded by asking the Ambassador if he could use 
his good offices in correcting the situation. I told Mr. Maffry that 
we could promise him lots of sympathy but I did not see how we 
could promise any formal intervention at this stage. Mr. Maffry 
made no comment, but shrugged his shoulders. 

He told me he had had a conversation with Albert Waterston of 
the International Bank, and that Mr. Waterston was very pessimistic 
about the Banco Popular case and believes it will hurt the good 
name of Colombia and may affect Colombia's chances of getting all 
the credits it desires this year. 

I happened to speak with Mr. Russell Lutz of W.R. Grace & Co. 
later this morning and asked him if he was au courant regarding the 
status of the dispute between the Grace Bank and the Banco 
Popular. He said he was not, but would be shortly talking to New 
York. I asked him if he would let me know the amount owing the 
Grace Bank if it is not confidential, as I already know the amount 
owing the other banks. 

This afternoon Mr. Lutz gave me the interesting information 
that one month ago the Banco Popular owed the Grace Line [Bank?] 
half a million dollars or a trifle more, but recently one of its Vice 
Presidents made a trip to Colombia and came back with $250,000, 
reducing their debt approximately by half. Mr. Lutz added that the 





*In a memorandum of conversation dated March 2, Gerberich reported that 
Maffry, a Vice President of Irving Trust, had stated that relations between the Banco 
Popular of Colombia and Irving Trust had deteriorated to the point that all business 
transactions between the two banks has ceased. (Department of State, Central Files, 
821.14/3-256) 
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Grace Bank is not interested in having the State Department get into 
the picture on its behalf, if we are contemplating any such action. 
He said it is true that it has been working conjointly with the other 
seven creditors in keeping each other informed on what is happening 
and coordinating their efforts to effect payment, but his company 
does not want any pressure brought by the U.S. Government at this 
time, and the President of Grace Bank told the Irving Trust Compa- 
ny representatives exactly that two days ago. He says his firm is 
well aware that Morales Gomez is very close to President Rojas and 
that Rojas and the Government have an interest in the Banco 
Popular, and it is believed the difficulties can be ironed out without 
using straight-arm methods. 

On Wednesday afternoon Mr. Scafuro phoned me again to tell 
me all his arrangements have been made and he would be off in the 
morning. He said Ambassador Urrutia has injected himself into the 
proceedings, had discussed the Banco Popular with Waterston, and 
had called Finance Minister Villaveces suggesting a meeting of the 
latter, President Rojas and the head of the Banco de la Republica 
with Scafuro if it can be arranged. In the meantime Scafuro had 
talked with Martin del Corral, President of the Bank of Bogota, an 
old friend who advised him to see Villaveces first of all and get his 
advice when he arrives in Bogota; del Corral later made an appoint- 
ment for him to see Villaveces at 9:00 A.M. on Saturday, April 28. 
Scafuro then got in touch with Waterston, who advised him to see 
the President in any case. He agrees with Maffry that Waterston is 
quite upset about the Banco Popular’s handling of its debt problem. 

Mr. Scafuro has heard that dozens of army officers are said to 
be indebted to Morales Gomez’ bank, and for this reason he fears 
the President will be fearful of taking any strong action-—Morales 
may have too much support in the armed forces. For this reason he 
is a little hesitant about going to the President in the matter. 

Scafuro also told me that the Consulate General in New York 
wrote in ink alongside his visa the words “Always on the under- 
standing that passport is valid”, something that was not done last 
year when he went to Colombia. I asked Mr. Castello” of the 
Colombian Embassy about this, and he said it is nonsense, and he is 
going to inquire into the reason for such an inscription. In the 
meantime he told me to tell Scafuro to proceed to Colombia at the 
Colombian Embassy’s risk, and get in touch with it if he should 
have any trouble on landing at Bogota. 

I have collected the following figures (approximate) on the total 
amount still owed by the Banco Popular to U.S. banks: 





* Edmundo Castello Nieto, First Secretary of the Colombian Embassy. 














Irving Trust Company $1,328,000 
Bank of America 920 
Marine Midland 450,000’ 
Colonial 450,000 
Schroeder 375,000 
Grace 250,000 
Philadelphia National 250,000 
A Miami bank __130,000 
Total $4,253,000 





* This includes original principal of $845,000 plus interest and some smaller items. 
[Footnote in the source text.] 

” The indebtedness to the Marine Midland Bank is “substantial”; I do not think 
this figure is too high. [Footnote in the source text.] 





453. Memorandum From Albert H. Gerberich of the Office of 
South American Affairs to the Assistant Secretary of 
State for Inter-American Affairs (Holland)' 


Washington, May 3, 1956. 


SUBJECT 
Eximbank Loans for Colombia 


After staff meeting this morning | called a friend at the Exim- 
bank to see if I could learn anything more about the Paz de Rio 
loan. Without mentioning Mr. Knapp’s conversation with Mr. Hol- 
land I began by asking him if he had heard any more about the 
exchange situation. 

Apparently I picked a subject that has been giving him a great 
deal of unhappiness for he said at once that he has come to the 
conclusion that all the new regulations that the IBRD has talked the 
Colombians into taking have as one of their important objectives the 
elimination of the Eximbank as a supplier of credit and giving IBRD 
itself a monopoly. He added that a recent telegram of April 26 from 
Bogota (No. 731)’ disturbed him very much, because it seems to 





‘Source: Department of State, Central Files, 821.331/4-2556. Confidential. Also 
addressed to Bainbridge C. Davis, William Belton, and Maurice M. Bernbaum of the 
Office of South American Affairs. 

2 In telegram 731, dated April 25, Bonsal stated that he had been informed that 
the Board of Directors of the Paz de Rio steel plant had accepted the major 
recommendations of the World Bank mission. According to the telegram the recom- 
mendations “involve house cleaning and contract with foreign firm for plant opera- 
tions as prerequisite engineering of plant expansion.” (/bid.) 
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indicate that the IBRD is taking the Paz de Rio application out of 
Eximbank hands. 

He said that the new regulations remove imports of machinery 
from the preferential and first class lists to “2d Class, Special”. This 
has the following effects: 

1. An excessive prior deposit must be made, which may be as 
high as 50% on sight drafts. 

2. In the new ca there is a 10% tax. 

3. The necessary must be bought in the free market, in 
which the exchange rate now stands at about 4.80, whereas they 
have been bought previously at the official rate of 2.50. 


It looks to him from this as if the new regulations will kill 
exporters’ credits for Colombia, for he cannot see how the Eximbank 
can take the risk involved, or be sure the importer will accept the 
free market rate. The free market dollars, he says, come from sales 
of bananas and other minor products; the IBRD has seen to it that it 
gets first claim on all coffee dollars. 

He said the net result of the new regulations may be to halt 
industrialization in Colombia. The Eximbank puts money into Co- 
lombia that will either earn or save dollars for the Colombians. The 
IBRD projects are a drain on the economy. The big highway 
program, the controversial Magdalena Railway are examples of this. 
Even electrical power development on an expanded scale may be 
questionable, for the question can be asked: “Electrical power for 
what, if you're going to stop industrialization?” 

I asked him if he had heard anything more about the Paz de Rio 
credit, and on that subject he expressed some indignation. He said 
Urrutia has been back two or three weeks now, and has not come 
near the Bank. He promised to bring back with him Umajia, the 
manager of the steel enterprise, and sit down and discuss the credit 
they want. Now he hears that Umafia is going on to Europe to look 
into the possibility of getting credit for expanding the plant from the 
French—evidently with IBRD’s blessing. 

All in all, he painted a very gloomy picture. To him the one 
bright element in the picture was the knowledge that Assistant 
Secretary Holland is personally interested in the success and promo- 
tion of the activities of the Eximbank as a 100% U.S. institution. 

He asked me to keep him informed if I should hear anything 
about Umajia or if Urrutia should bring up Paz de Rio again at any 
time. 
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454. Memorandum of a Conversation, Bogota, July 24, 1956’ 


SUBJECT 

Status of Protestants and Treatment of the Press in Colombia 
PARTICIPANTS 

The Secretary of State’ 

The President of Colombia 

Assistant Secretary Henry F. Holland 

After initial amenities, the Secretary told the President that he 
would like to discuss frankly two subjects which he felt were 
detracting from the excellent relationships between the United States 
and Colombia. He said that they were internal Colombian problems 
and matters in which our government had no intention of interven- 
ing officially, but that he wanted to make certain statements person- 
ally to the President. 

The first subject, the Secretary said, was the matter of the status 
of Protestants in Colombia. He said that the closing down of 
Protestant churches and schools was causing a very adverse public 
opinion in the United States. 

The President of Colombia replied that he had a difficult 
problem with certain religious fanatics in Colombia and that he was 
working to try to diminish the problem. 

Mr. Holland stated that before leaving Washington he had been 
advised that there was a possibility that the Government might issue 
orders permitting the reopening of the Protestant churches and 
schools which had been closed. This, he said, would make a very 
excellent impression throughout the United States, and stated that 
he felt that if this could be permitted at this time the effect would 
be particularly favorable. The President was evasive in his reply, 
merely stating that he was working in that direction. 

The Secretary then said that the other of the two points that he 
wanted to mention was that of the treatment of the press. He said 
that he realized that the institution that we know as the free press 
had many defects; that in the United States and everywhere it was 
guilty of occasional excesses and injustices, but that, as bad as these 
defects might be, worse than a free press would be a press without 
freedom. He emphasized how the press of the world united to resist 





* Source: Department of State, Central Files, 821.413/7-2456. Secret. Drafted by 
Holland on August 20. 

? Secretary Dulles accompanied President Eisenhower to the Meeting of Presidents 
of the American Republics in Panama July 21-23, 1956. For documentation on this 
meeting, see vol. vi, Documents 109 ff. From Panama, Dulles went to Colombia on 
July 24, Ecuador on July 25, and Peru July 26-28. 
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any attempt to limit freedom of the press in any country, how world 
press had bitterly attacked the Government in Argentina on account 
of its closing down of La Prensa. 

Mr. Holland then stated that on the occasion of his last visit the 
President and he had discussed this same problem, and that the 
President had told him that it was his intention to nominate a panel 
of legal experts to draft a press law which would guarantee freedom 
of the press while assuring its responsibility. Mr. Holland pointed 
out that this announcement had been received very favorably abroad 
and asked whether the issuance of such a decree was in prospect. 
The President replied that he was working to enlarge freedom of the 
press; that recently a press congress had been held in Bogota; that 
out of some 35 publications, 31 were present. He said that the panel 
of jurists which he had named to draft a press law had, in fact, 
produced such a draft, but that it was receiving study and that he 
expected certain improvements to be made in it. 

The Secretary then said that he was pleased to be able to advise 
the President that the administration had offered legislation autho- 
rizing the lending of destroyers to Colombia; that it was not proba- 
ble that the legislation would be enacted in this Congress, but that 
the administration would continue its efforts to secure enactment of 
the legislation. 

The President spoke somewhat feelingly of his affection for the 
United States, saying that he had lived there; that he had been 
educated there; that his son had been educated there and that he 
considered the United States his second country. 

The Secretary said that he hoped that the President viewed 
favorably President Eisenhower's proposal to name representatives of 
the various Presidents who would, in turn, prepare recommendation: 
as to measures which could be adopted to improve the activities of 
the Organization of American States. The President said that he 
considered the proposal an excellent one and that he felt sure that it 
would produce worthwhile results. 
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455. Memorandum of a Conversation, Foreign Ministry, 
Bogota, July 24, 1956, 3 p.m.’ 





SUBJECT 


Visit of the Secretary of State to the Colombian Minister for Foreign 
Affairs 


PARTICIPANTS 
The Secretary of State, 


John Foster Dulles 


Assistant Secretary, 
Henry Holland 


Assistant Secretary, 
Carl W. McCardle 
Ambassador Philip W. Bonsal 
Mr. Maurice Bernbaum 

Mr. William B. Macomber 
Counselor of Embassy, 

C. Montagu Pigott 


After the usual exchange of greetings, the Secretary of State 
addressed himself to Foreign Minister Sourdis expressing his regret 
that due to the pressure of events in countries neighboring upon or 
threatened by the policies of Soviet Russia he had not been able to 
travel in the American Republics as much as he had wished. He was 
happy that the Panama meeting had provided this present opportu- 
nity and the opportunity to know at least some of the American 
Republics on a better basis. 

He had not come to Colombia to transact any business as he left 
this phase of relations in the able hands of Ambassador Bonsal and 
Assistant Secretary Holland. Short though it was, he considered this 
interlude as something of a vacation trip. He saw no serious prob- 
lems existing between Colombia and the United States and what he 
had discussed with the President was mostly in the realm of 


personal matters. Unless the Foreign Minister had some particular 
problems that he wished to bring up at this time, the Secretary of 
State said he would like to consider the present reunion as a 
personal visit and an opportunity to become better acquainted. 
Foreign Minister Sourdis said that he understood completely 
how busy the Secretary was and that therefore his visit to Colombia 
was doubly appreciated. He was very pleased to receive this visit of 
the Secretary as a gesture aimed at a better understanding of 
Colombia and its people. He hoped that the Secretary might find the 
* Source: Department of State, Secretary's Memoranda of Conversations: Lot 64 D 


199. Confidential. Drafted by Pigott. Initialed by William B. Macomber, Jr., Special 
Assistant to the Secretary of State, indicating his approval. 
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Secretary was, said the Foreign Minister, an element of society to 
whom western culture could be especially thankful. 
The Foreign Minister was happy to say that he saw no problems 


State, in acceptance of the Foreign Minister's 
that the United States has shown the high esteem 


the building of a bulwark against communism was almost a mira- 
cle—a miracle which had its roots in a great demonstration of faith. 

The Secretary believed that the good relations between the 
United States and Colombia were built upon the same sets of values. 





? Presidents of the Republic of Korea, the Republic of China, and the Republic of 
Vietnam, respectively. 














attitudes toward life and each other's spiritual outlooks since such 


different outlooks. 

Some neutral world leaders, said the Secretary of State 
saying today that the international situation is only a 
between two great powers. Those who say this could not be more 
wrong: it is a struggle between two very different principles. Despite 


inclined to feel tha United States wants to more 
than Russia. If this were the fact, the United States could have 
become so long ago. Never has any people sacrificed so much for its 


maintaining them <ven though he is not always portrayed in this 
light by the press. 

The Secretary of State then asked the Foreign Minister whether 
or not we were then expected at a wreath laying ceremony at the 
Bolivar monument whereupon the meeting adjourned thereto. 
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456. Memorandum From Albert H. Gerberich of the Office of 
South American Affairs to the Director of the Office 
(Bernbaum)’ 





Washington, August 10, 1956. 
SUBJECT 
Status of Pending Problems with Colombia 


1. Religious Problem. In Telegram 81 of August 3° Ambassador 
Bonsal requested “Maximum amount ammunition in order to make 
strong representations regarding importance we attach to situation 
which has now hung fire nearly four months in spite of series of 
promises that settlement imminent.” After consultation with L/ARA, 
Tel. 98 of August 8’ was sent Ambassador Bonsal, authorizing him 
in his discretion to make representations, stressing: Long delay in 
clearing up situation; unprovoked continuing attacks on missionaries 
and missions inside and outside mission territories; concern ex- 
pressed to President Rojas by Secretary Dulles; impairment of U.S. 
goodwill toward Colombia because of anti-Protestant policy; 1846 
Treaty‘ provisions and those of Article 53 of Colombian Constitu- 
tion applicable throughout all the territory of Colombia cannot be 
abridged by decrees or agreements to which the U.S. is not a party. 

2. Cali disaster relief. At 1:07 a.m. on August 8 a terrific explosion, 
apparently caused by accident or sabotage of several truckloads of 
TNT parked near the Codazzi engineers barracks and the old freight 
station in Cali, razed 8 city blocks and caused casualties estimated 
between 1200 and 2000. As soon as word reached the Department 
contact was made with the American Red Cross and other relief 
agencies and with the Pentagon and by 4:00 p.m. a plane load of 
supplies with a public health service doctor and the Panama repre- 
sentative of the American Red Cross was on its way to Cali. On the 
afternoon of August 9 the Colombian Government informed the 
representative that the supplies furnished were ample and thanked 
him for his prompt assistance; he has mow returned to Panama. 
There were no US. casualties. 

3. Bilateral Aviation Agreement. Our Embassy was informed on July 
31 that President Rojas had authorized acceptance of the final U.S. 
route proposal contained in the text of the agreement transmitted to 





* Source: Department of State, Central Piles, 821.413/8-1056. Confidential 

* Not printed. (/bid, 621.413/8-356) 

* Not printed. (/hid ) 

* A bilateral Treaty of Peace, Amity, Navigation, and Commerce was signed by 
representatives of the '/nited States and Colombia at Bogota on December 12, 1846, 
and entered into force on June 10, 1848. For text, see 9 Stat. 881. 
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Bogota. However, Ambassador Obregon,° head of the Colombian 
negotiation team, raised several points that he considers “minor” 
ones which must be ironed out before he is satisfied with the text. A 
full statement of these proposed textual changes was furnished the 
Department in Despatch 66 of July 31° and they are now being 
studied. Inasmuch as there was general concurrence in Bogota on the 
text of the agreement, there is suspicion in the Department and CAB 
that Obregon’s “minor changes” represent his attempt to prolong or 
prevent the signing of the agreement. It is planned to discuss these 
changes with the carriers on Tuesday, August 14, and submit a 
report to the Board on Wednesday or Thursday. The Colombian 
Ambassador has informed the Department that Avianca Airlines’ no 
longer opposes the agreement and considers it a fait accompli; it is 
already trying to get larger planes to permit it to compete more 
favorably with Braniff Airlines and is studying arrangements to call 
at San Juan en route to Europe.* 

4. Rumors of a Possible Coup in Colombia. From . . . Air Attaché in 
Bogota,’ and from our Embassy have come reports indicating the 
possibility of a coup d’état to overthrow the Rojas Government. Our 
Embassy is also of the opinion that the Cali disaster may further 
weaken the Government's position. President Rojas is already trying 
to deflect popular indignation toward his opponents by connecting 
the tragedy with the manifesto issued by Laureano Gomez and 
Lieras Camargo, calling on both parties to unite their efforts in 
restoring democratic processes. Evidence of wholesale graft, involv- 
ing the President's own family, contribute to the general dissension. 
The guerrilla warfare seems to be spreading. 


* Mauricio Obregén, Colombian Ambassador to Venezuela. 

* Not printed. (Department of State, Central Files, 811.2194/7-3156) 

” The Colombian national airlines, Aerovias Nacionales de Colombia. 

*On October 24, a bilateral Air Transport Agreement was signed in Bogota by 
Ambassador Bonsal, Colombian Foreign Minister José Manuel Rivas Sacconi, and 
Ambassador Obregon. The agreement entered into force provisionally on January 1, 
1957. For text of the agreement, see 14 UST (pt. 1) 429. For documentation on the 
negotiations leading to the signing of this agreement, see Department of State, Central 
Files 611.2194 and 621.431. 

* Colonel Gerald W. Crabbe 
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457. Memorandum of a4 Conversation, Department of State, 
Washington, August 22, 1956’ 





SUBJECT 

Failure of Colombian Government to take Steps to Improve Protestant- 

Catholic Situation in Colombia 
PARTICIPANTS 

Colombian Ambassador Francisco Urrutia Holguin 

Deputy Assistant Secretary Roy J. Rubottom, Jr. 

Colombian Minister-Counselor Ricardo Anaya 

OSA—Albert H. Gerberich 

Mr. Rubottom told the Ambassador he was sorry that we have 
to bring to his attention the failure of the Colombian Government to 
improve the situation in Colombia so far as United States Protestants 
are concerned. It seems as if every time the Colombian Government 
takes a step forward it takes two steps backward. We cannot 
understand why it is so difficult for the Colombian Government to 
take a firm, consistent position with respect to this troublesome 
problem. 

Despite assurances that a formula was to be found which would 
permit the Protestant churches that have been closed by Government 
orders to reopen again, nothing has been doi: /‘vrenver, incidents 
of violence against United States Protestants coniimwe. We are espe- 
cially disturbed to learn that President Rojas has again made state- 
ments linking Protestantism with Communism. 

The Ambassador asked that we tell him specifically what state- 
ments President Rojas has made. Mr. Rubottom paraphrased a 
portion of a telegram from our Embassy containing a public state- 
ment from President Rojas to the effect that he is about to publish a 
Red Book which will show that Protestants and Communism are 
linked togeti«: “he Ambassador said he was indeed surprised to 
hear this; he had been given positive assurances that President Rojas 
would make no more statements of this kind. 

Mr. Rubottom said the Ambassador is aware that Secretary of 
State Dulles views the Protestant problem so seriously that he was 
particular to bring it to the attention of President Rojas when he 
was in Bogota. He said he has no doubt that this news from 
Colombia will greatly disappoint the Secretary. He will also be 
unhappy to hear that an 82-year old American lady, a missionary, 
was jailed on an unsubstantiated charge of printing and distributing 
Communist literature. 





' Source: Department of State, Central Files, 821.413/8-2256. Confidential. Draft- 
ed by Gerberich. 
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The Ambassador said he would try to discuss these matters by 
telephone with Bogota tonight and would ask for an appointment to 
talk further on the subject with Mr. Holland in the morning. 





458. Telegram From the Ambassador in Colombia (Bonsal) to 
the Department of State’ 


Bogota, September 14, 1956—6 p.m. 


229. Waterston of World Bank arrived here September 11 and is 
departing tomorrow instead of remaining longer period as anticipat- 
ed. He appears appalled at conditions he has encountered and in 
view Finance Minister's resignation prospects for profitable conver- 
sations poor.” According to Waterston, Colombian Government has 
failed meet commitments economic measures on which World Bank 
credits based and prospects that World Bank will go beyond $16 
million for highways already committed plus possible Bogota electric 
power loan similar amount appear very poor this year (World Bank 
last April had indicated probability total new credits $62 million 
during calendar 1956). 

Waterston states backlog as of September 30 estimated at $280 
million which is 50 million more than Colombian authorities admit. 
Central Bank reserves not over $90 million, of which 25 million 
includes monetary fund credit. Unsound investment projects plus 
heavy governmental expenditures largely military contribute to criti- 
cal situation. Next Finance Minister will be confronted harsh deci- 
sions including devaluations since 2.5v official rate no longer 
sustainable. 

I am much impressed by change in Waterston’s normally opti- 
mistic attitude toward situation here. 

There have been rumors and even press items regarding ap- 
proach by Colombian Government to Export Import Bank for ex- 
change stabilization loan. Embassy has had no information on this. 
Villaveces today told Waterston that he was “desisting” from any 
such approach. 





' Source: Department of State, Central Files, 821.10/9-1456. Secret; Limit Distri- 
bution. 

* Nestor Ibarra succeeded Villaveces as Minister of Finance in September 1956. 
Ibarra was replaced by Luis Morales Gomez, President of the Banco Popular, in 
October 1956. 
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It appears to me important that US Government and World 
Bank cooperate in development accurate picture of economic prob- 
lems here since coordinated “bail out operation” under rigorous 
conditions may be necessary if we are to avoid consequences of 
serious setback in development program. 

Situation by no means hopeless in view basically promising 
conditions but heroic, unpalatable measures may well be required. 

I believe it would be useful for Export Import Bank to send 
representative here to get first hand view of situation on which 
published statements and official pronouncements are possibly unre- 
liable. Such visit could be described as “routine” and need not 
attract great publicity.° 

Bonsal 





*In a memorandum dated September 26 to Bainbridge C. Davis, Maurice M. 
Bernbaum, and Terry B. Sanders, Jr., Gerberich reported on a conversation with 
Albert Waterston on the Colombian financial situation. Gerberich stated, “Waterston 
has strongly discouraged the idea of an Eximbank bail-out loan, both in talks up here 
and with Rojas and Villaveces in Bogota.” (Department of State, Central Files, 
821.131/9-2656) 





459. Memorandum From Albert H. Gerberich of the Office of 
South American Affairs to the Acting Assistant Secretary 
of State for Inter-American Affairs (Rubottom)' 


Washington, February 4, 1957. 
SUBJECT 
Appointment with Ambassador Urrutia 


I note that Ambassador Urrutia has asked for an appointment 
with you at 2:45 today and my guess is that he is going to tell you 
that Finance Minister Morales Gomez has obtained the consent of 
the U.S. banks to go ahead with his plan for liquidating the 
commercial debt. 

The arrangement as I understand it is to pay the banks that 
accept his plan 60% of their debt in dollars at once and finance the 
other 40% with 4% bonds over a 30-month period. Morales told 
reporters on Saturday that he had already paid out $62,140,000 to 8 
New York banks that had accepted and had between $3 and $4 





* Source: Department of State, Central Files, 821.131/2-457. Confidential. 
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million more for 3 others. There were still 8 other banks scattered 
across the country which would receive their money in due course. I 
am told that there were 30 banks in all with whom negotiations 
were carried on, of which 19 accepted. First National City Bank 
received the largest sum. 

I understand that Morales obtained the dollars for paying off 
these banks by keeping the Office of Exchange Control closed 
through December and January and refusing to release dollars for 
commercial payments except in dribbles for emergency items. Maybe 
if he continues this policy long enough he may get himself out of 
the hole. 

(N.B. I hardly think Urrutia will bring up the Protestant prob- 
lem in view of the telegram received from Piggott over the week- 
end,’ which says the Colombians are still giving us the run-around 
and goes so far as to recommend that we threaten Rojas through 
Urrutia with economic sanctions if Congressional agitation continues 
on this subject.’) 





* Telegram 580, from Bogota, February 1. (/bid., 821.131/2-157) 

>In a letter dated February 8 to Gerberich, Pigott stated in reference to this 
memorandum: 

“It would seem that my telegram No. 580 of February 1 was interpreted to mean 
that we should threaten President Rojas with economic sanctions should he not 
accede to a satisfactory solution to the Protestant church problem. . . . 

“As I review my words, I suggested that we might approach President Rojas 
through Urrutia, explaining that the Protestant problem is assuming such proportions 
in the minds of the American people and many of the Members of Congress that it 
may well affect our entire relations and possibly jeopardize some of the prcgrams 
which are presently being studied.” (/bid., Rubottom Files: Lot 59 D 573, Colombia) 
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460. Memorandum of a Conversation, Department of State, 
Washington, March 28, 1957’ 


SUBJECT 
Religious Problem in Colombia 

PARTICIPANTS 
Dr. Francisco Urrutia Holguin, Colombian Ambassador 
Dr. Ricardo Anaya, Minister Counselor of Colombia 


Mr. R. R. Rubottom, Jr., Acting Assistant Secretary of State 
OSA—Mr. Gerberich 


Mr. Rubottom said he is disturbed that no steps seem to have 
been taken to work out a solution to the problem of the closed 
churches in Mission Territory. He said he supposed the Ambassador 
realized that the subject has been brought up on the Senate floor 
and that Senator Morse’ had warned that this long unsolved prob- 
lem is damaging the otherwise good relations between our two 
countries, and that he intends to follow future developments closely. 
Mr. Rubottom added that he himself had been called before four 
members of the Senate Foreign Relations Committee and had been 
quizzed regarding the problems of the Protestants in Culombia and 
he knew that there would be more questioning if there is no change 
for the better. It has come to be the most discussed subject in our 
relations with Colombia at the present time. 

The Ambassador said he has been hard at work on this problem 
for the last fifteen days and has been in frequent touch with Bogota 
on it. He said the Government is very sensitive toward this attempt 
to influence it to take steps favoring the Protestants and does not 
look kindly upon that sort of pressure campaign the U.S. Protestants 





* Source: Department of State, Central Files, 821.413/3-2857. Confidential. Draft- 
ed by Gerberich. 

In telegram 652 from Bogota, March 23, Bonsal informed the Department of 
State of a conversation he had with Foreign Minister Rivas on March 21 concerning 
Protestant missions in Colombia. After describing this conversation, the Ambassador 
stated: 

“Only further step I can suggest is to have Secretary call in Urrutia and express 
his profound concern at this situation and imperative necessity in view interest of US 
public opinion for Secretary to make public statement at early date deploring fact that 
American interests and rights as well as general human rights have thus been 
trampled upon by Colombian Government. It is possible that threat such statement 
might bring about prompt action. Otherwise we can anticipate only continued delay 
and evasiveness since elements in this government which brought about closing of 
churches are stronger than more liberal elements at this time and since Foreign 
Minister norinfluential even granting intentions good.” (/bid., 821.413/3-2357) 

> Wayne Morse (D.-Ore.), Chairman of the American Republics Affairs Subcom- 
mittee of the Senate Foreign Relations Committee. 
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have been carrying on by letters to U.S. Senators and Representa- 
tives. 
Mr. Rubottom said he thought the U.S. Protestants were exer- 
cising their rights as citizens in doing this, for they feel that under a 
democratic form of government this is an effective way to let the 
sentiment of the people be known. In view of the large number of 
Protestants in the U.S., it is not surprising that there has been such 
an inflow of letters to Congress. 

The Ambassador said that regardless of this, there seems to be a 
tendency on the part of the Protestants and others to blame all this 
trouble over the Mission Territories exclusively on the Government 
of Colombia and to absolve the Roman Catholic Church from any 
responsibility or interest in the problem. He said he himself has 
heard expressions from Ambassador Bonsal and from U.S. Protestant 
leaders that neither Cardinal Luque nor the Papal Nuncio in Bogota 
is interested in closing churches in Mission Territories and have 
brought no influence to bear in having this done. This is quite 
contrary to his own understanding. It was the present Subsecretary 
of State of the Vatican, Monsignor Antonio Samore, who as Nuncio 
at Bogota signed the Mission Territory Agreement with Colombia, 
and he has always kept himself carefully informed regarding this 
problem. The Government is now planning to address the present 
Papal Nuncio in Bogota and ask him whether he favors or condemns 
the action taken to implement the provisions of the Agreement.‘ The 
Ambassador then read Section 9 (c) of the Agreement of January 29, 
1953, which provides that the Colombian Government is obligated 
to hear the views of the Catholic Hierarchy regarding the conduct of 
education in Mission Territory. In answer to a remark by Mr. 
Gerberich the Ambassador said this provision applies to church 
services as well as educational activities. 

Mr. Rubottom said his initial reaction to this proposal is that we 
were not inquiring what the Cardinal or the Nuncio think about 
what has been done: what we want to know is what the Colombian 
Government thinks, and what it intends to do about the question. 

The Ambassador said that it seems apparent there is a conflict 
between the language of the Mission Territory Agreement and that 
of the Treaty of 1846. Mr. Rubottom said if he remembered correct- 
ly, our Legal Division has expressed the view that there is no 
conflict in regard to the right of the Protestants to hold services. The 
Ambassador said he would like to see a copy of such an opinion; he 





*In telegram 615 from Bogota, February 28, Pigott reported that the Papal Nuncio 
in Bogota had stated that the Vatican “did not intend and does not consider 1953 
agreement provides basis closing Protestant churches and prohibiting Protestant wor- 
ship in mission territories.” (Department of State, Central Files, 821.413/2-2857) 
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thinks the language of Article XIV of the Treaty is vague on this 
point and does not guarantee Protestants the right to hold religious 
services everywhere in Colombian territory. In fact, he thinks that 
the provisions of the Colombian Constitution give the Protestants 
greater protection than the Treaty does. He suggested that it might 
be well to ask an international court to rule on Article XIV of the 
Treaty. 

Furthermore, he said, the Protestants always come with com- 
plaints to the U.S. Embassy or to one or other of the Ministries. 
They have never tried a test case in the courts of Colombia. If they 
would do this, they could get a clear ruling on a concrete case. That 
is the course that would be followed in the United States. 

Mr. Rubottom said he hoped it would not be necessary to 
submit the Treaty of 1846 to an international court for an interpreta- 
tion or for the Protestants to fight out this issue in the courts of 
Colombia. Assurances have been given repeatedly by the Minister of 
Foreign Relations of Colombia and by President Rojas himself that a 
formula would be found to permit the Protestant churches to reopen, 
and that is what we have been waiting for. The Ambassador agreed 
that this is so, and that the delay has been caused by the Colombian 
Government trying to come to an understanding with the leaders of 
the Church in regard te the issues involved. Mr. Rubottom said he 
could only repeat that the question is becoming every day more 
serious and the Department is under pressure to find a solution 
which is daily becoming more insistent. He said he hoped the 
Ambassador would emphasize this in reporting this conversation to 
his Government. 





461. Editorial Note 


In a memorandum dated March 21, Thorsten V. Kalijarvi re- 
quested Roy R. Rubottom, Jr., to review the question of negotiating 
a settlement for United States logistical support provided Colombia 
during the Korean conflict. This memorandum was accompanied by 
a paper which reported on the legal basis for settlement negotiations. 
(Department of State, Rubottom Files: Lot 59 D 574, Colombia) In a 
memorandum of April 16 to Kalijarvi, Rubottom recommended 
against the initiation of talks with Colombia on this issue. He stated, 
“The Colombians would, in all likelihood, respond that they can pay 
nothing. At present Colombia is confronted with an acute foreign 
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exchange shortage. In its external accounts it has a large accumula- 
tion of commercial indebtedness.” Rubottom recommended that ne- 
gotiations be undertaken at a later time. (/bid.) 





462. Menorandum From the Acting Assistant Secretary of 
State tor Inter-American Affairs (Rubottom) to the Acting 
Secretary of State’ 


Washington, May 3, 1957. 
SUBJECT 
Deterioration in Colombian Political Situation 


During the past few days the opposition to President Rojas from 
all quarters appears to have strengthened. Corruption on the part of 
Rojas and his family, foreign exchange difficulties, press censorship, 
suppression of all political opposition, and most recently a bald 
attempt to arrange his own re-election a year in advance of the usual 
period by means of a handpicked national assembly, have consoli- 
dated opposition within political, church, labor, business and appar- 
ently even high military circles. The Embassy hears rumors similar to 
those of last August that a military junta might take over; it feels 
that some substantial change is in the making although it may not 

Through his ineptness the President has successively alien*:4 
one important element after another since he seized office in © so: 
political leaders, business men, labor, clergy, and now the Embassy 
reports evidence of discontent within the Army itself. On May 1 the 
Ministers of War, Communications, and Public Works (all military), 
as well as the Commanders of the Army, Navy, Air Force and 
National Police, and certain other military called on the President in 
a body,’ but what transpired at the meeting is not known. Today 
President Rojas, in view of the tense situation, cancelled the trip of 
the Commander in Chief of the Colombian Armed Forces’ and the 
Commanders of the three services and the Police Force, who were to 





* Source: Department of State, Central Files, 721.00/5-357. Secret. 

* Major General Gabriel Paris, Minister of War; General Pedro A. Mujfioz, 
Minister of Communications; Rear Admiral Ruben Piedrahita Arango, Minister of 
Public Works; Brigadier General Rafael Navas Pardo, Commander of the Army, Major 
General Deogracias Fonseca, Commander of the National Police Force. 

* General Duarte Blum, Commander in Chief of the Armed Forces. 
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have arrived here May 6 at the invitation of our Armed Forces to 
visit the United States. 

Finance Minister Morales Gomez, who recently negotiated a 
bond issue to aid in paying off the Colombian commercial backlog, 
is now representing Colombia at the meeting of the Committee of 
Presidential Representatives. He is known to have met with officials 
of the IMF in an effort to obtain another drawing and to have in 
mind a request to the Eximbank for obtaining additional financial 
aid. The financial situation of Colombia is believed to be worse than 
is generally known, and the desperate shortage of cash leads Morales 
to exhaust every effort. Our information is that the Eximbank will 
not grant Colombia a loan. 





463. Memorandum of a Conversation, Department of State, 
Washington, May 11, 1957’ 


SUBJECT 


Visit of Colombian Ambassador to Announce Resignation of President 
Rojas 


PARTICIPANTS 


Dr. Francisco Urrutia Holguin, Ambassador of Colombia 
Assistant Secretary Rubottom 
OSA—Mr. Bernbaum, Mr. Gerberich 


The Ambassador handed Mr. Rubottom a note (No. 630 of May 
11, 1957)’ informing the Department that Gen. Gustavo Rojas Pinilla 
on May 10 resigned as President of Colombia and designated a 
Military Junta of five officers to govern the country in his stead.’ 
The note stated that the Military Junta announced as its principal 
objective the formation of a Government of National Unity in order 
that the people of Cclombia may freely choose their President for 
the 1958-1962 term. It also stated that the Junta wishes to maintain, 





* Source: Department of State, Central Files, 721.11/5-1157. Confidential. Drafted 
by Gerberich on May 13. 

* Not printed. (/bid.) 

* The junta was composed of Major General Gabriel Paris, Major General Deogra- 
cias Fonseca, Rear Admiral Ruben Piedrahita, Brigadier General Lui< E. Ordofiez, and 
Brigadier General Rafael Navas Pardo. For documentation on this subject, see ibid, 
721.00. 
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pursuant to Resolution 35 of the Ninth Interamerican Conference,‘ 
the excellent relations which have always existed between the Gov- 
ernment of Colombia and that of the United States, and with that 
purpose in mind formally ratifies all obligations contracted by the 
Rojas Pinilla Government and all previous Colombian governments. 
He stressed the point that one of the major purposes of this note 
was to reassure the Colombian people as to the good faith of the 
hanta. 

The Ambassador then stated that he had spoken with Finance 
Minister Luis Morales Gomez in Bogota at 10 o'clock last night and 
had been told that President Rojas and his family left Bogota at 6:30 
P.M. for Jamaica and Bermuda and that the Junta was in full control. 

He said he believed the next step of the Junta would be to set 
up a cabinet to which members of both political parties would be 
admitted, and that it would arrange for the holding of popular 
elections in July, 1958. as would be the case under normal condi- 
tions. He said that his greatest concern now was lest the two parties 
begin to quarrel amongst themselves. He said the demonstrators 
have been urging the appointment of individuals—he mentioned 
Alberto Lleras Camargo specifically—and said he hoped this would 
not mean a reopening of the traditional warfare between the parties. 
He thought that the possibility was that the Conservative Party, as 
the party most recently in power, would get the premiership (Minis- 
try of Government) and the Liberal Party would get the Ministry of 
Foreign Relations, and the latter might well be Lleras Camargo. 

Mr. Rubottom said he would regret very much to see interparty 
strife break out after the two parties had at last found it possible to 
work together harmoniously and had been able to agree on a joint 
presidential candidate. He said he hoped they would be able to 
continue their collaboration, and that they would give careful atten- 
tion to the solution of the problem of the commercial debt, which 
has been the most serious one facing Colombia in recent months. He 
said he thought the austerity program that had been instituted was 
the right course to take, and he hoped the government would 
continue to pursue it. The Ambassador agreed, and said in his 
opinion the most important measure to take in this direction was to 
curb strictly the credit operations of the Colombian banks. 

Mr. Rubottom said he also hoped that the new Government 
would earnestly seek to resolve the religious problem that has so 
long been disturbing our friendly relations. He said he was sure it 





*For text of Resolution XXXV, which concerns the continuity of diplomatic 
relations among the American republics, see Ninth International Conference of American 
States, Bogoté, Colombia, March 30-May 2, 1948: Report of the Delegation of the United States of 
America with Related Documents (Department of State Publication 3263, Washington, 
1948), p. 271. 
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would not be “swept under the rug”, so to speak, at a moment like 
this; he could think of nothing that would be more encouraging than 
an amicable settlement of this difficulty. The Ambassador said he 
was not sure how receptive the Cardinal might be at the moment to 
renewed efforts toward this objective, but he had been for some 
time attempting to enlist the support of the Cardinal and the Nuncio 








for a statement from the Vatican that reopening the closed Protes- 
tant churches in Mission Territory would not be considered a 
violation of the Missions Agreement of January, 1953. He said he 
had promised Messrs. Dulles, Holland and Rubottom that he would 
do everything in his power to clear up this problem, and he meant 
to do his best to accomplish this. 

The Ambassador said he would continue to keep us informed of 


developments in his country. 





464. Memorandum From the Acting Assistant Secretary of 
State for Inter-American Affairs (Rubottom) to the 


Secretary of State’ 


Washington, May 13, 1957. 
SUBJECT 
Change of Government in Colombia 


Colombian Ambassador Urrutia informed us this morning that 
ex-President Rojas telephoned him from Bermuda at 10:00 A.M. 
yesterday to obtain visas for himself and family to enter the US.’ 
The Ambassador dissuaded him from making this request and, 
through the Spanish Ambassador in Washington, obtained permis- 





* Source: Department of State, Central Files, 721.02/5-1357. Confidential. 
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sion for him to enter Spain. Urrutia thinks Rojas and his family left 
Bermuda about 2:00 P.M. on Sunday for Madrid. 

The five-man military Junta in Bogota has set up a 13-man 
Cabinet composed of five Conservatives, five Liberals and three 
Army Generals. The Minister of Government (senior Cabinet offi- 
cer), José Maria Villarreal, a Conservative and follower of former 
President Gomez, has a record of cruelty and partisanship as a 
provisional Governor. Foreign Minister Carlos Sanz de Santamaria, 
former Ambassador in Washington, is a Liberal but has shown 
recent pro-Rojas leanings. A gratifying appointment is that of Anto- 
nio Alvarez Restrepo, a Conservative and a believer in sound bank- 
ing and business principles, as Minister of Finance. The Military still 
hold the posts of War, Justice, and Communications, the first two 
going to very able men—General Saiz, pro-Conservative, and Gener- 
al Duarte, pro-Liberal—while the third is the only holdover from the 
former Cabinet.’ 

The equal representation of both parties in the Cabinet and the 
caliber of the men selected, generally speaking, suggest that the 
Junta is endeavoring to carry out its promise to set up a representa- 
tive government. Reports from Bogota seem to indicate that the 
Government is well received by the people. It remains to be seen 
how long the leading figures can put aside party politics and 
collaborate in the interest of national unity. 

The Colombian Ambassador has queried us with regard to 
recognition, and this question is now under study in ARA.‘ 








>A memorandum to Rubvttom from Sanders, dated May 13, contained informa- 
tion on the backgrounds of the new Colombian cabinet members. (/bid, Central Files, 
721.13/S~1357) 

*In a memorandum to the Secretary of State, dated May 14, Rubottom presented 
a discussion of the question of recognition of the new Colombian Government and 
recommended that the Secretary send a memorandum to the President recommending 
recognition of the military junta as the provisional government of Colombia. (/id, 
721.02/5-1457) 
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465. Memorandum From the Secretary of State to the 
President’ 








Washington, May 15, 1957. 
SUBJECT 
Recognition of the new Government of Colombia 


Colombia has undergone a revolutionary change of government. 
On May 10 General Rojas Pinilla resigned as President and designat- 
ed a five-man military junta to govern. The change resulted from 
general dissatisfaction with the dictatorial nature of the Rojas gov- 
ernment. The new regime, welcomed by the people, has given 
evidence of being firmly in control and has expressed its intention of 
complying with all its international obligations. Furthermore, it has 
announced that it will form a government of national unity permit- 
ting free elections for President for the four-year term which, 
according to the Constitution, begins August 7, 1958. 

I recommend that you authorize me to take the necessary steps 


to extend prompt recognition to the Military Junta as the provisional 
Government of Colombia.’ 





; Government recognized the junta 
the provisional government of Colombia. (/hid., 721.02/5-1157) 


| 
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466. Memorandum of a Conversation, Department of State, 
Washington, June 13, 1957’ 


SUBJECT 
Eximbank position with regard to Colombia’s financial problems 
PARTICIPANTS 


Ambassador John M. Cabot? 

Mr. Vance Brand, Mr. John C. Cady—Export-Import Bank 
REA—Mr. Turkel 

OSA—Mr. Gerberich 


After a discussion of the situation in Colombia and the events 
leading up to the present financial chaos, Mr. Brand stated that in 
his opinion the Export-Import Bank would not consider giving 
Colombia a balance of payments or a budgetary loan. He said the 
Bank does not contemplate furnishing aid to meet a deficit in the 
Colombian budget. 

On the other hand, he said, the Bank is prepared to consider a 
request for credits to enable Colombia to purchase essential imports. 
He did not use the expression “Exporters’ Credits’, and may have 
been referring to the establishment of a line of credit similar to that 
granted some tims ago in the case of Brazil. 

He said the Bank is at present waiting for three things: (1) a 
joint statement of the IMF and the private banks on stabilization; (2) 
a report of the Colombian Government on arrearages; (3) the arrival 
of Martin del Corral, Manager of the Bank of Bogota, who has been 
sent here as a special agent to discuss liquidation of the commercial 
debt and obtaining financial assistance in the United States. 

Mr. Brand said the Export-Import Bank is still interested in 
Colombian plans regarding the Paz de Rio steel plant. He personally 
takes a very dim view of the enterprise. Its cost will probably go to 
$300 million to $350 million. It lost $50 million year before last and 
according to the Colombians lost $5 million last year. The coal is 
low-grade; the iron ore has too much phosphorus, which causes the 
steel to splinter; the plant was not wisely designed in many respects 
(including the construction of a pit-type blast furnace, a fatal error); 
the administration has been terrible; and the markets are uncertain. 

Mr. Brand said the Eximbank is still interested in the applica- 
tion for a loan for the fertilizer plant, which has been inactive for 
some time, but which may be revived. 





' Source: Department of State, Central Files, 821.10/6-1357. Confidential. 
*John M. Cabot was appointed Ambassador to Colombia on June 3, and 
presented his credentials on July 12. 
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467. Despatch From the Ambassador in Colombia (Cabot) to 
the Department of State’ 


No. 38 Bogota, July 9, 1957. 
POLITICAL SUMMARY AND ASSESSMENT 
Background: The Rojas Regime and Its Fall 


Lt. Gen. Gustavo Rojas Pinilla came to power as President of 
Colombia by bloodless coup d’état of June 13, 1953, sending into 
exile right-wing Conservative President Laureano Gomez. His acces- 
sion followed a period of five years of civil violence and guerrilla 
warfare resulting from intense partisan strife between the two his- 
torical parties, Liberal and Conservative, with Liberal guerrillas pit- 
ted against Conservative government forces and with the 
Government becoming increasingly dictatorial and high-handed. Per- 
haps 100,000 persons had been killed during this period. Promising 
(1) peace through amnesty and rehabilitation for the guerrillas and 
(2) restoration of Constitutional government, Rojas was hailed with 
genuine popular enthusiasm as Colombia’s savior. 

While he was largely successful in fulfilling his promise to 
restore peace, Rojas and his Conservative Government of the Armed 
Forces gradually moved in the opposite direction as far as his second 
promise was concerned, becoming increasingly authoritarian: (1) The 
state of siege, in effect since 1949, was continued; (2) the Congress 
and popular elections were suspended; (3) the National Constituent 
Assembly (ANAC) (which had confirmed him as President until the 
end of Gomez’ term in 1954 and which then “reelected” him until 
August 7, 1958) was through a series of maneuvers packed with 
Rojas supporters; (4) the Supreme Court and lower courts were 
likewise packed; (5) party activity was progressively curtailed to the 
vanishing point; ‘6) the press was heavily censored and some papers 
closed; (7) military were placed in a large number of normally 
civilian positions; (8) the use of strong-arm tactics on certain occa- 
sions shocked the public; (9) an octopus social action organization 
(SENDAS) was created for largely political purposes; (10) this and 
other efforts were made to appeal to the masses against the political 
“oligarchs”, and contrived mass demonstrations were held to 
“prove” support for the government; (11) various attempts were 
made to form totalitarian, Peronista-style mass organizations, espe- 





‘Source: Department of State, Central Files, 721.00/7-1557. Confidential. In a 
cover sheet dated July 15, Richard A. Poole, Second Secretary of the Embassy, stated 
that this paper was prepared by the Embassy staff for Ambassador Cabot on his 
arrival. 
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cially the National Action Movement (MAN), the Third Force, and 
the New Order, although each successively failed. Rojas justified his 
restrictive measures and his non-return to Constitutional government 
on the grounds of the situation of violence (he was never able to 
stamp out violence completely and some wondered whether he 
wanted to) and the danger of renewed partisan strife; he maintained 
that the Armed Forces should remain in power until these two 
factors were eliminated. On top of these authoritarian trends was a 
situation of widespread corruption in which Rojas, his own family 
and members of the Armed Forces and Government were heavily 
involved, to the discredit of the regime. 

Although Rojas originally enjoyed the support or acquiescence 
of practically all groups except the die-hard supporters of Laureano 
Gomez, the above factors combined with the worsening economic 
situation in 1956-57 gradually alienated most significant elements of 
the main political groups, as well as the public in general. Liberals 
relatively early joined the Laureanista Conservatives in outright 
opposition, and eventually the Ospinista Conservatives (originally 
the Rojas Government's main political support) joined the Opposi- 
tion. Only the opportunist Gobiernista Conservatives and splinter 
“Independent” Liberals remained pro-Rojas. Other elements, such as 
the powerful Catholic Church and industrial, commercial and intel- 
lectual groups also began to show their discontent with the regime. 
The hitherto bitter rivalry between the parties began to melt in the 
face of common opposition when Liberal Chief Alberto Lleras and 
Laureano Gomez signed the Benidorm (Spain) Pact on July 24, 1956, 
agreeing to bi-partisan opposition with a view to reestablishing 
constitutional processes and a series of coalition “parity’’ govern- 
ments. 

Rojas weathered one storm in August and September 1956 by 
jettisoning the Third Force, reshuffling his Cabinet, calling the 
ANAC into session and easing up on press controls, but opposition 
crystalized when on January 26, 1957 he had his Minister of War, 
General Gabriel Paris, announce that the Armed Forces insisted on 
his remaining in office for the 1958-62 term. This announcement 
was followed by a contrived reelection “campaign” (the Opposition 
being muzzled) and a series of maneuvers which resulted in the 
complete packing of the ANAC with Rojas supporters in order that 
that body might “reelect” him, over a year in advance of the term. 
With this impetus, Liberals, Ospinista and Independent Conserva- 
tives and some Laureanista Conservatives signed the March 20 pact, 
which paralleled the Benidorm Pact, and on April 8 launched the bi- 
partisan presidential “candidacy” of Guillermo Leon Valencia, a 
Conservative. While it seemed that most opposition elements origi- 
nally were prepared to tolerate Rojas’ continuation in power until 
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the end of the 1954-58 term, now, with the rigged reelection of 
Rojas a certainty, Opposition leaders began to plan a movement of 
civil disobedience for mid-year or thereafter with a view to bringing 
down the Rojas regime. 

Civil disobedience was precipitated prematurely and spontane- 
ously when Guillermo Leon Valencia was placed under house arrest 
in Cali on May 1. During the ensuing “Jornadas de Mayo”, student 
protest demonstrations throughout the country were followed by 
quickly improvised shut-downs of universities, newspapers, shops, 
factories, businesses and banks, accompanied by Church statements 
indicating sympathy for the “movement” and criticizing police and 
Army excesses (including the defilement of churches) in attempting 
to quell the demonstrators. (Over a hundred demonstrators were 
killed.) Rojas showed no indications of backing down, even engi- 
neering his “reelection” by the ANAC on May 8 at the height of the 
Jornadas de Mayo. Under this situation, with the Opposition groups 
led by Lleras and Valencia committed and with Rojas seemingly 
intransigent, the possibilities for large-scale bloodshed were very 
real. However, under pressure from his own military leaders, who, 
while probably mostly still Rojista, were more able to face the facts, 
Rojas on May 10 turned over to a Military Junta and departed with 
his family for Spain. Thus the civilian opposition, forming an 
unusual revolutionary movement of traditional political leaders, in- 
dustrialists, merchants, bankers, intellectuals, students and tacitly the 
Church, succeeded without the use of arms in overthrowing the 
Rojas military dictatorship. 

The Rojas regime can be characterized as an opportunity lost. 
Rojas’ personal traits—a Messiah complex combined with a persona! 
lust for power and wealth and an intolerance of opposition and 
criticism—were probably as much responsible for this as anything. 


The Junta and Its Promise 


The five-man Military Junta of Government consists of Major 
General Gabriel Paris (former Minister of War) as President of the 
Junta, Major General Deogracias Fonseca (former Commander of the 
National Police), Rear Admiral Rubén Piedrahita (former Minister of 
Public Works), Brigadier General Rafael Navas Pardo (former 
Commander of the Army), and Brigadier General Luis Ordonez 
(former Chief of the Intelligence Service), all of whom had served 
the Rojas regime. They announced from the beginning, however, 
that theirs was an interim regime pending a return to Constitutional 
government on August 7, 1958, through elections and other meas- 
ures taken prior thereto. Freedom of the press, normal political 
activity, honest administration, and economic and social remedies 
were also promised. A largely civilian, bi-partisan Cabinet was 
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appointed which met the general approval of the Parties. The ANAC 
was suspended. Later, the Junta announced the creation of a top- 
level “Parity Commission on Institutional Readjustment” (just con- 
vened) to study Constitutional reform and steps necessary to a 
return to Constitutional government—consisting of ex-Presidents, 
top leaders of both Parties, two Cabinet members and an Armed 
Forces representative. A two-man, bi-partisan National Commission 
on Criminal Investigation was also formed to investigate corruption 
and malpractices. A press statute is under study. The Junta seemed 
to get off to a good start and the political leaders, including 
Valencia, Lleras, and Alvaro Gomez Hurtado for the Laureanistas, 
appealed to the people on May 10 to support it. 

Many would have liked to see the “movement” pushed beyond 
May 10 to the point of overthrowing the Armed Forces and estab- 
lishing civilian government immediately, but the leaders realized this 
was impossible, as it would have met the resistance of the Armed 
Forces and probably would have resulted in large-scale bloodshed. 
Some sort of interim government seemed essential. 

Despite the outward appeals for support of the Junta, misgivings 
have developed in various quarters: (1) There is some fear that 
certain members of the Junta may be looking for excuses to continue 
military government; (2) there is disappointment that there has still 
been no firm statement on an election date or dates; (3) there are 
misgivings over the reasons for the Junta’s failure to dissolve the 
discredited ANAC outright; (4) some impatience has been expressed 
at the fact that no steps have been taken to re-form the Rojas- 
packed Supreme Court, Council of State and the offices of the 
Procurator (Attorney) General and Comptroller General; (5) there is 
some concern that recent warnings to the press may be indications 
of the possible re-imposition of censorship; (6) there is some belief 
that study commissions are of little value and may be used as 
delaying factors; (7) there is considerable criticism of the appoint- 
ment of military governors where civilians are demanded and the 
“rewarding” of persons close to Rojas with diplomatic posts; (8) 
there is some fear that the Junta may be willing to listen to those 
dissident elements which are now trying to organize in opposition to 
the bi-partisan coalition. Not everyone entertains all these doubts, 
but they do exist to a greater or lesser extent in various sectors. 


The Frente Nacional 


The Frente Nacional (sometimes Frente Civil), as the bi-partisan 
movement headed by Guillermo Leon Valencia and Alberto Lieras 
has come to be called, is generally recognized as the principal 
influence toward a return to Constitutional government and as the 
organization which will assume power, following elections, in 1958. 
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It is believed to have the support of the great majority of the people. 
It is supported by practically all Liberals, by what are now known as 
“Valencista” Conservatives (who include the Ospinistas) and some 
Laureanista Conservatives, with the actual Laureanista organization 
still not fully committed despite a recent agreement with the Valen- 
cistas to reunite the Party. 

The program of the Frente Nacional, as it is beginning to evolve, 
consists of the following: 


(1) Past errors and bitter rivalries between the Parties, which led 
to partisan strife, violence and guerrilla warfare, and the eventual 
takeover by the Rojas dictatorship, must be avoided. The idea of 
bipartisanship must be carried to the lowest levels, where partisan 
rivalry has traditionally led to violence. 

(2) There must continued bipartisan cooperation in the 
Frente Nacional to assure the establishment of Constitutional gov 
ernment under the “Second Republic” in 1958, and there should be 
continued support for the principles of the Benidorm and March 20 
Pacts both for this and with the further objective of 
establishing a series of bipartisan “parity’’ Governments of National 
Union, in which both parties will icipate equally under alternat- 
ing Conservative and Liberal Presidents. 

(3) The bi-partisan presidential candidate for 1958-62 is Guiller- 
mo Leon Valencia. 

(4) Elections should be held as soon as they can be organized 
(perhaps December 1957) for a dent (Valencia) who wili assume 
office on August 7, 1958, and for a Congress, departmental assem- 
blies and municipal councils to be convened immediately after their 
elections. In order to avoid the traditional bitter partisan rivalry and 
strife incident to elections, the Party leaders have agreed not only to 
run a single candidate but also to inaugurate a system of ley 
lists” for Congressional seats. Under this system there will an 
equal number of senators and representatives elected from each 
department and there will thus be no competition between Liberals 
and Conservatives for seats, although there may be competition 
within each Party for seats allotted to it. 

(5) The discredited, Rojista ANAC should be dissolved outright 
as an illegal + 6 

(6) A new Supreme Court should be bey “y and the Consti- 
tutional Review function should be returned to the Court as a whole 
rather than to a chamber of the Court named by the President. 
Likewise a new Council of State, Procurator (Attorney) General and 
Comptroller General should be appointed. These changes should 
probably await the convening of Congress, on which they Constitu- 
tionally depend for appointment or ratification. 

(7) The Parity Commission should play an important role in 
bringing about a return to Constitutional government. 

(8) The Investigating Commission should be permitted to oper- 
ate with adequate pe and freedom to investigate malpractices 
and corruption in all quarters, and there should be no impunity in 
this a 
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The leaders of the Frente Nacional have slightly different views 
of the Junta and its good faith, although all express confidence in 
the Junta in their public statements. Privately, Valencia has told us 
that he has little confidence in the Junta’s intrinsic good faith, 
believing that the Junta will fulfill its promises only if the Frente 
Nacional holds together and remains strong, but that the Junta will 
go back on these promises and try to retain power for the military if 
the Frente Nacional shows signs of weakness and dissent. Lleras, on 
the other hand, while agreeing that the members of the Junta are not 
all of one mind, that one or two may be balking and that all seem to 
be reluctant to take positive action, does not believe that the Junta 
as a body is attempting to retain power for the military or planning 
to go back on its promises, since, in his view, the Junta realizes that 
this is out of the question under existing circumstances. Both agree, 
however, that it is essential for the Frente Nacional to remain strong 
and united and to keep a constant pressure on the Junta to take 
positive measures toward as rapid a return to Constitutional govern- 
ment as possible. Their strength, they believe, lies in their popular 
support (increasing daily through a joint, nation-wide tour) and the 
implied threat of the same formula used during the Jornadas de 
Mayo to overthrow the Rojas regime. 


Problems and Danger Signs 


While the outlook is hopeful that the Junta will in fact fulfill its 
promises and that the Frente Nacional through continued bipartisan- 
ship will be able to achieve a return to Constitutional government, 
there are a number of very real problems and some growing danger 


signs: 


(1) It is doubtless difficult for many military leaders to reconcile 
themselves to a relinquishment of power to civilian government, to 
relegate themselves to their former role and to run the risk of losing 
newly-won prerogatives. Many view with little relish the prospect of 
sweeping investigations into corruption and malpractices, and resent 
free criticism in the press. 

(2) There is no doubt that many military are still essentially 
Rojista, and there are reports that some are even plotting the return 
of Rojas, probably in conjunction with civilian dissident elements. 
Rojas has maintained his name in the political picture by his recent 
statements asserting the legitimacy of the ANAC as the only body 
with a legal base, maintaining that May 10 was not a victory over 
the “Binomio” (partnership) of the People and Armed Forces, and 
warning the Junta to preserve the prerogatives of the Armed Forces. 

(3) Laureanista reluctance to join the Frente Nacional (they have 
abstained, for instance, from the Parity Commission) is a disuniting 
factor. The Laureanistas still seem unable to forgive the Ospinistas 
for originally supporting the Rojas coup. 
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(4) Bipartisanship, difficult enough to weld against a common 
adversary, will be harder to maintain once “normality” is assured, 
although to y Ay the idea seems as strong as ever. 

(5) There are reports that ex-Minister of Government Lucio 
Pabon Nufez (the “eminence grise” of the Rojas ime and a 
oe believer in the corporate state) and Gilberto te Aven- 

oe Ss Conservative authoritarian who tried to make a 
with Rojas just before his fall) are, jointly or separately, 
aeuctinn to organize disgruntled Rojista Conservatives, includi 
—= office holders, and perhaps the splinter “Independent” 
iberals and even some Laureanistas into a movement to oppose the 
Frente Nacional, and that this ma hay A have some mili support. 
While Valencia tells us he woul by to have an ition 
candidate, Lleras is afraid that f. _ ident movement might 
provide the pretext for pos “ye by elections. 

(6) Violence continues in principal forms: (a) Pajaros 
(Conservative gunmen hired under the Rojas regime) continue to 
cause disorders both for revenge and political motives; (b) organized 
guerrillas, mostly Liberals, while largely quiescent, are reluctant to 
—~ in their arms until political normality is reestablished; (c) 

t bandits continue to operate in certain areas. (Party leaders 
and ¢ e civilian members of the Cabinet are attempting to achieve a 
wee ~y of violence, and have held conversations with guerrilla 
eaders 

(7) The rising cost of living and food shortages may cause 
exploitable discontent. 


Despite these complicating factors, which can be by no means 
discounted, there still seems to be reasonable hope that the Frente 
Nacional with its considerable momentum and popular support, 
combined with a sympathetic Cabinet and a Junta which probably 
feels itself unable to buck the inevitable, will be able to achieve the 
restoration of Constitutional civilian government in 1958. 
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468. Memorandum of a Conversation, Department of State, 
Washington, October 7, 1957’ 


SUBJECT 
PL 480 Program and Relief Supplies for Colombia* 
PARTICIPANTS 


Ambassador John Moors Cabot 

CSD: Howard M. Gabbert, Lucian L. Rocke, Jr. 
OSA: Andrew B. Wardlaw, Albert H. Gerberich 
ICA: Scudder Darrow 

Agriculture: Saul Katz’ 


The Ambassador said he is more than ever convinced of the 
imperative need of supplying Colombia with vitally needed food 
supplies since he has been following the descent of coffee prices in 
the New York market over the past two or three weeks. Less dollars 
from coffee means less dollars to pay Colombia's debts, lower wages, 
less purchasing power for the masses, and more unemployment.‘ 

He said he had spoken last Wednesday with Colombian Foreign 
Minister Sanz de Santamaria and with representatives of CARE in 
New York City. The Foreign Minister told him the Colombian 
Minister of Agriculture is reluctant to request a Title II or Title Ill 
program, fearing that it would jeopardize Colombia’s chances under 
Title I. He also wants to guard against bringing into Colombia and 
giving away food that would compete with the local product. The 
Ambassador pointed out to him that any Title III program would be 
a relatively small affair, and all of it would go only to the needy. He 
said he believes the Foreign Minister would now be glad to receive 
Title III help if it doesn’t cut across Title I. 





* Source: Department of State, Central Files, 821.49/10-757. Confidential. Drafted 
by Gerberich. 

* Reference is to the Agricultural Trade Development and Assistance Act of 1954 
(P.L. 480), approved July 10, 1954; for text, see 68 Stat. 454. 

*Saul M. Katz, » Program Coordinator in the Foreign Trade Programs Division, 
Department of Agriculture. 

*A memorandum of conversation, dated September 13, records that Cabot 
presented a report on food shortages in Colombia to representatives of various 
agencies including the Departments of State and Agriculture, and the International 
Cooperation Administration. According to the memorandum, the Ambassador stated 
that there had been riots and an attack on a warehouse in Barranquilla state, and he 
feared that a continuation of the troubles might lead to dissolution of the government 
and a return to military dictatorship. The memorandum further records that Cabot 
stated “he did want to urge that we send the Colombians the foodstuffs they ask” 
under the provisions of P.L. 480. (Department of State, ARA/REA Files: Lot 63 D 87, 
P.L. 480 Colombia) 
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The Foreign Minister also urged that Colombia be treated well 
so far as cotton is concerned, saying he is afraid the textile mills will 
have to shut down otherwise and throw people out of work. 

Mr. Katz said he could tell the Ambassador confidentially that 
the commodity people in Agriculture are working on a proposal that 
would make available to the Colombians a certain amount of cotton. 
He would not say how much, but said he thought he would know 
definitely shortly. 

Mr. Katz also went into the question of scheduling the most 
urgent priorities first. He said Colombia is not in the first priority, 
but is near the top of the second priority. It is therefore one of the 
countries on which action can be expected to be taken in a reason- 
ably short time. 

The Ambassador said he had learned that :.frs. Lowry, head of 
CARE in Colombia, has been in New York and brought with her 
signed agreements with various Colombian departments (states) to 
increase the size of school lunches. On this subject Mr. Darrow and 
Mr. Katz remarked that they were sure that if these programs were 
recommended to it by ICA and Agriculture the Interagency Commit- 
tee would give them its approval. Mr. Darrow said that the annual 
programs of UNICEF, CARE and CRS have already been approved 
by ICA, and it is hoped that the Interagency Staff will clear them 
within thirty days. If so, that will take care of everything up to the 
end of the present year. He said these agencies estimate they are 
reaching 5% of the Colombian population. 

The Ambassador said he was interested in learning what further 
aid can be given. He said he would prefer to have any program 
administered under CARE and CRS, as they are doubtless from 
experience in these matters more efficient than the Colombians 
would be. These agencies have told him that if specific programs are 
proposed and ICA agrees to pay the freight to Colombia they are 
ready to proceed with them. 

Mr. Darrow said this would depend on the ability of the 
Colombian Government to meet transportation expenses. The Co- 
lombians are at present paying ocean freight on these supplies. Some 
other countries are paying half the freight. In some cases the US is 
paying it all. He said he would like to know if there are circum- 
stances which would make it difficult, or impossible, for Colombia 
to bear the freight costs. 

The Ambassador said we have a serious situation in Colombia, 
which is having a hard time to pay its debts and balance its budget. 
He might possibly be able to convince the Colombians that they 
should pay the full ocean freight, but he could not promise this. The 
important point to him was that the relief program should not be 
put in jeopardy on that account. He said he realized we must 
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ECUADOR 


POLITICAL, ECONOMIC, AND MILITARY RELATIONS OF THE UNITED 
STATES AND ECUADOR’ 


469. Memorandun: From the Special Assistant to the Secretary 
of State for Mutual Security Affairs (Nolting) to the 
Director of the Office of Military Assistance, International 
Security Affairs, Department of Defense (Wilson)’ 


Washington, May 2, 1955. 


SUBJECT 


Request Involving Purchase of Military Equipment under the Mutual 
Security Act of 1954’ 


Enclosed is a copy of a communication dated April 1, 1955,‘ 
from the Chief of MAAG,° in Ecuador, which indicates that the 
Ecuadoran Minister of Defense® desires to purchase thirty-two air- 
craft, of various types, provided that the equipment can be pur- 
chased on credit.’ This information confirms recent reports 
submitted by our Ambassador in Quito® that Ecuador desires to buy 
airotaft on credit terms. 

The Department of State approves, from an economic and 
political’ viewpoint, the sale of this equipment, for cash, under the 
legislative authority of Section 106 of the Mutual Security Act of 


1954. This approval is subject to any patent or proprietary rights and 
security considerations that apply to the specified material or serv- 





* Continued from Foreign Relations, 1952-1954, vol. tv, pp. 966 ff. 
* Source: Department of State, Central Piles, 722.5-MSP/5-255. Secret. Drafted by 
O. Spencer. 
For text of P.L. 665, see 68 Stat. 632. 
* Not printed. 
* Col. Daniel A. Ranney, USA, Chief of MAAG in Ecuador. 
* Pedro Menendez Gilbert. 
"In telegram 140 to Quito, March 29, ae, & Saas © State requested 
that the Embassy “advise Ecuador submit list specific items desired so Defense may 
* am 


The telegr. 
further stated: “Since decision depends aitlity resolve financing other problems 
Ecuadorans should be given understand US. willingness receive list for consideration 
by no means constitutes US. approval.” (Department of State, Central Files, 
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ices, as may be subsequently determined by the Department of 
Defense. 

As soon as the Department . . efense determines the total 
price of the equipment requestea, the Department of State will 
indicate its views with regard to the desirability of selling the 
equipment to Ecuador for credit. 





Frederick E. Nolting, Jr.” 





* Printed from a copy which bears this typed signature. 





470. Letter From the Director of the Office of International 
Financial and Development Affairs (Corbett) to the 
Secretary of the National Advisory Council on 
International Monetary and Financial Problems, 
Department of the Treasury (Glendinning) * 


Washington, July 2, 1955. 


DeaR Mr. GLENDINNING: Our Ambassador to Ecuador has ad- 
vised us that the Ecuadoran Defense Minister has indicated the 
desire of the Ecuadoran Government to purchase United States 
military equipment on deferred payment terms. The Ecuadoran De- 
fense Minister has stated that Ecuador is financially able to purchase 
such equipment on terms providing for maximum annual payments 
of $1 million. Annual payments in that amount would have the 
effect of limiting to $3 million the total amount of credit which 
could be extended to Ecuador, inasmuch as Section 106(b) of the 
Mutual Security Act of 1954 requires repayment in full within a 
three year period. 

The State Department desires to advise our Ambassador that the 
extension of $3 million of credit for repayment over a three year 
period, as authorized by Section 106(b) of the Mutual Security Act 
of 1954, has been approved, in principle. It is desired to authorize 
him to suggest to the Ecuadoran Defense Minister that the Ecuador- 
an Government submit a formal request for the specific items of 
equipment desired for purchase on credit terms but to make clear to 





‘Source: Department of State, Central Piles, 722.56/7-255. Confidential. Drafted 
by Spencer and forwarded to Corbett under cover of a memorandum dated June 22. 
(Ibid, 722.56/6-2255) 

















954 Foreign Relations, 1955-1957, Volume VII 


the Defense Minister that the total amount of credit possiblc for the 
United States to extend would be a maximum of $3 million. 

The State Department plans to follow the above course of 
action unless notified of objections by members of the Staff or 
Council before July 6.” 

Sincerely yours, 











jcc 


? No record of a response from the National Advisory Council has been found in 
Department of State files. 








471. Memorandum cf a Conversation, Department of State, 
Washington, August 31, 1955' 


to consider the situation, as we are deeply concerned over the many 
reports of the tenseness between Ecuador and Peru on this subject.’ 





(known as the “Rio Protocol”) was signed at Rio de Janeiro on January 29, 1942, and 
entered into force on February 26, ry ay ey BA ot py fs 
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note which stated in part: “The United States believes that the unsettled border 
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Mr. Holland explained that the US has the well-being of both 
countries at heart as well as the stability and peace of the hemi- 
sphere. He said we hope that the Guarantors will meet to consider 
what to do, possibly including a look at the armaments of both 
countries, but that we have no special ideas on the subject, and 
would welcome any that Ambassador Chiriboga might have. He 
added that our Ambassadors in Quito and Lima‘ were informing the 
respective Foreign Ministers’ of the action being taken at Rio. He 
made it clear that Brazil has not yet agreed to call the meeting but 
that we hope for early and favorable action. 

Ambassador Chiriboga replied that he had only two suggestions 
to make at this time: 1) that the Guarantors could use their good 
offices to effect an exchange of ambassadors between Ecuador and 
Peru and 2) that Ecuador and Peru should agree not to grant any 
concessions in the disputed areas to foreign interests. He added that 
he might have other suggestions to give us after consultation with 
his Government. 

The Ambassador indicated concern over various reports he said 
his Government has received of US armaments being sold to Peru 
and he then quoted from the Department of State Bulletin of July 25, 
1955 to the effect that the US and Peru signed on April 30 an 
agreement with respect to the disposition of equipment under the 
military assistance agreement of February 22, 1952.° He inquired as 
to what was contained in the agreement. Mr. Holland replied that he 
was not familiar with the details of the agreement but would look 
into it and advise the Ambassador. 

Ambassador Chiriboga said his Government is anxious to obtain 
an Eximbank loan of $900,000 for terminal buildings at Guayaquil 
and Quito, stressing the fact that the present Government has only 
one year to go and wishes to start this project before its term 
expires. He said the Eximbank is apparently ready to grant the loan 
but is seeking to impose certain difficult ceaditions. His chief reason 
however in mentioning it was that he hoped Mr. Holland would be 
able to expedite its final approval by the Bank. Mr. Holland said he 
knew about the loan and the red tape involved and that, although 
the Eximbank was an independent agency and did not like the State 





differences between the two countries at the same time constitute a major contribut- 
ing factor to the existing tension. It is hopeful, therefore, that the two Governments 
may be prevailed upon to complete the demarcation of their common frontier in the 
early future.” The note stated further that the United States suggested that Brazil, as 
host to the representatives of the Guarantor countries, convoke a meeting to consider 
the situation. (/bid., 622.23/8-3055) 

* Ellis O. Briggs was Ambassador to Peru. 

° David Aguilar Cornejo, Peruvian Foreign Minister. 

° For text, see 3 UST (pt. 2) 2890. 
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Department to be looking over its shoulder, he would be happy to 
express our interest in the loan to the Bank. 





472. Memorandum of a Telephone Conversation Between the 
Assistant Secretary of Defense (Gray) and the Assistant 
Secretary of State for Inter-American Affairs (Holland), 


Washington, September 8, 1955’ 


SUBJECT 
Ecuador's Fear of Peruvian Invasion 


Mr. Holland said that he was calling about the problem that has 
come up today in Latin America—border dispute between Peru and 
Ecuador. Mr. Gray said that he knew it existed but did not have all 
the facts. 

Mr. Holland said that we, Brazilians, Argentines and Chileans 
are Guarantors of the treaty settling the border dispute. (He ex- 
plained the job of the Guarantors.) He said that now Ecuador says 
that Peru is about to attack her.’ Peru denies this.? The Guarantors 
are meeting in Rio now.‘ We are urging that the Guarantors should 
name military personnel as inspectors to go to the border area and 





‘Source: Department of State, Central Files, 622.23/9-855. Confidential. Drafted 
by Holland’s personal secretary, Mabel Karydakis. Initialed by Holland, indicating his 
approval. 

2 On September 8, Ambassador Chiriboga called Cecil B. Lyon to inform him that 
he had delivered a speech at a meeting of the Council of the Organization of 
American States that day in which he stated that Ecuador was expecting an invasion 
by Peru. According to a memorandum of the conversation, Chiriboga stated to Lyon 
that “the Ecuadorans were surrounded by thousands of Peruvian troops and they 
were expecting Quito to be taken by Peruvian forces.” (/bid., 622.233/9-855) For text 
of Chiriboga’s statement, which he presented as a note to the Council of the OAS on 
September 8, see “Situation between Ecuador and Peru,” Annals of the Organization of 
American States, Vol. VII, 1955, p. 290. 

>A memorandum of a telephone conversation, September 8, states that Gonzalo 
Pizarro, Chargé d’Affaires of the Peruvian Embassy, called Lyon at 5:15 p.m. to 
inform him that President Manuel A. Odria and Foreign Minister Aguilar stated to 
Pizarro that “there were no concentrations of Peruvian troops, that the Peruvian 
Naval ships were in Callao, and that Peru had no intention of attacking Ecuador but 
that this was all a scandal created by Ecuador. The Chargé said his Government had 
authorized him to say this at the meeting of the OAS.” (Department of State, Central 
Files, 622.233/9-855) 

*A memorandum of a telephone conversation, September 8, stated that William 
C. Trimble, Counselor of Embassy in Brazil, informed Holland at 5:30 p.m. that he 
would recommend at the meeting of the Guarantors of the Rio Protocol that they 
appoint representatives to investigate the situation between Ecuador and Peru. (/bid.) 
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determine whether the accusations are true or not. Since tomorrow 
we will be called upon to name a U.S. individual, Mr. Holland said 
he would be grateful if they would consider who the man will be. 
Mr. Gray said that it would be Col. Hanford’ of his office in 
Washington. Mr. Gray said they would also want to name a repre- 
sentative from CINCARIB since they are in charge of the area and 
they would want to message them for their recommendation. Mr. 
Holland said that would be agreeable to us. Mr. Holland asked if 
Col. Hanford spoke Spanish; also whether he knew the area. Mr. 
Gray said he was sure his staff would not have selected him unless 
he were well qualified, but that he would be glad to check and let 
Mr. Holland know. Mr. Holland said his feeling was that it was 
enormously important that the man speak Spanish, know the back- 
ground of this particular fight and something about the area. 

He said there was an alternative and that was the desirability of 
naming on an immediate basis, not necessarily for the entire inspec- 
tion process, people on the ground who in a matter of two or three 
hours, if that seems desirable, could be at the spot. He said that 
folks from here could not do that. Mr. Holland said we would like 
to feel that, if the situation makes it desirable and if pressure is 
exerted to get someone there right away, one of their people at 
Quito or Lima could be picked to go right away. Mr. Gray agreed 
that this could be done. 

Mr. Holland said that we should have a decision as to what 
would be done in the morning and would be in touch with them.° 





*Colonel T.B. Hanford, Director of Western Hemisphere Affairs, Office of 
International Security Affairs, Department of Defense. 

*A memorandum of a telephone conversation, September 9, stated that Holland 
informed Gray that the Guarantors decided to appoint a commission composed of the 
military attachés of the four Guarantor nations stationed in Peru and Ecuador. 
(Department of State, Central Files, 622.233/9-955) In telegram 310 to Rio de Janeiro, 
September 10, Acting Secretary Hoover instructed the Embassy to “use best efforts 
induce Guarantors adopt and announce general policy of keeping OAS informed of 
progress of their work. US eager to demonstrate Inter-American System which 
includes OAS and Guarantors working successfully and in close coordination.” This 
telegram, drafted by John C. Dreier and approved by Holland, was repeated to the 
Embassies in Argentina, Chile, Ecuador, and Peru. (/bid., 622.233/9-1055) 





473. Editorial Note 


A commission of military attachés of Argentina, Brazil, Chile, 
and the United States stationed in Lima and Quito reported to the 
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Organization of American States on September 13, that it had found 
no evidence of Peruvian troop concentrations on the frontier with 
Ecuador. An undated summary of the military commission’s report 
of September 25, prepared in the Bureau of Inter-American Affairs, 
states in part: 


“Although the innermost intentions of individual officials can 
never be determined with certainty, there appeared to be no danger 
of imminent war between the two countries. The enlistment system, 
the tranquility of the civil population, the location of the Peruvian 
Navy in port, and the disposition and status of the Air Forces of 
both countries indicated no belligerent intention. The commission 
comments that Ecuador over-estimated the number of Peruvian 
effectives in the frontier zone and it expresses the view that the 
speed with which the commission arrived on the frontier and made 
aerial reconnaissances of the frontier probably did not give time to 
either country to effect withdrawal of troops. The commission 
mentions that recent reorganization of the armed forces of both 
countries carried out at the suggestion of the U.S. Military Missions 
could be one of the reasons for arousing suspicion when combined 
with the recent acquisition of war matériel obtained by both Peru 
and Ecuador.” (Department of State, Central Files, 622.233/9-2555) 


Copies of this summary were sent to the Office of South 
American Affairs, the Office of Regional American Affairs, the 
Assistant Legal Adviser for Inter-American Affairs, the Central Intel- 
ligence Agency, and the Embassies in Argentina, Brazil, Chile, Ecua- 
dor, and Peru. For additional information on the subject, see 
“Situation between Ecuador and Peru,” Annals of the Organization of 
American States, Volume VII, 1955, page 290. 





474. Editorial Note 


As part of a visit to five South American countries, Henry 
Holland and Samuel C. Waugh and a group of United States officials 
visited Ecuador November 20-22. In despatch 184 from Quito, 
December 1, the Embassy reported that “the visit resulted in a much 
better understanding by Ecuadorans of the viewpoint of the United 
States in its efforts to assist Latin America.” (Department of State, 
Central Files, 033.1120/12-155) Further documentation on Holland's 
trip to South America is ibid, 110.15-HO. 
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475. | Memorandum of a Conversation, Department of State, 
Washington, December 29, 1955' 


SUBJECT 
Ecuador—Contingent Lend-Lease Accounts’ 
PARTICIPANTS 


Ambassador Chiriboga of Ecuador 


Byron E. Blankinship, ARA:OSA 
Bainbridge C. Davis, ARA:OSA 
Charles W. Kempter, OFD:LL 


In response to Ambassador Chiriboga’s request that, in order to 
aid him in his “efforts” to influence the settlement of Ecuador’s 
contingent lend-lease debt to the United States, he be furnished with 
sufficient substantive evidence proving the existence of that debt, 
the Department had secured, with Treasury cooperation, photostatic 
copies of various letters, statements, etc. covering relevant fiscal 
operations. The Ambassador, who had expressed a desire to have 
such information as soon as possible, was immediately apprised of 
the receipt of the documents and invited to visit the Department to 
discuss them this afternoon. He was accompanied by Messrs. Blank- 
inship and Davis of OSA. 

The Ambassador opened the talks by saying that, during his 
recent visit to Quito, he had made earnest representations to his 
Government in an effort to have it come to settlement terms with 
the United States for the contingent lend-lease debt now amounting 
to about $540,000. [The actual figure is $546,549.82.]° He said that, 
because it had been impossible to locate any records of the matter in 
the Government files, he was told that something in the way of 
tangible documentation would have to be received and considered 
before any decision could be reached. He, therefore, had vertured to 
request the Department to make the necessary data available to him. 

The Ambassador was told that the Department had been very 
happy to help in furthering his settlement aspirations but had to 
remind him that, in addition to a routine series of progressive 





* Source: Department of State, Central Files, 822.10/12—2955. Confidential. Draft- 
ed by Kempter. 

Documentation on Ecuador's repayment of its lend-lease debt to the United 
States in 1951 and the liquidation of its surplus property account obligation in 1953 is 
printed in Foreign Relations, 1952-1954, volume Iv, pp. 966 ff. Further information on 
the subject is in Department of State, Central Files 722.56. On June 10, Chiriboga was 
handed a note requesting payment of $546,549.82 owed as contingent lend-lease. 
(/bid., 722.56/6-1055) 

* Brackets in the source text. 
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statements covering the contingent accounts sent over the years to 
the Ecuadoran authorities by the fiscal office of this Government, 
full retroactive statements had been previous!y requested by Ecuador 
on three separate occasions and, in each instance, the requested 
information had been assembled and sent to the Embassy of Ecuador 
by the Department. 

Mr. Murphy then went over the new set of items received from 
Treasury with the Ambassador, one by one. Admitting that he had 
seen copies of some of them in his files and casually noting others, 
the Ambassador remarked that there was no question either in the 
minds of his Government nor his own that Ecuador had contracted 
this obligation. They and he wanted to pay it but, in order to justify 
the budgeting of the funds to do so, it was imperative that they 
have documents to back up any action to have payment made. 

The Ambassador was told that copies of the documents shown 
to him would be made available to him. He might wish to use them, 
along with the Department’s very explicit note of last June 10, to 
acquaint his Government of the facts related to these accounts. The 
Ambassador said that he would do so at once and would recommend 
that a payment plan, over a four year period, as agreed with the 
Department in a previous meeting, be authorized. Mr. Kempter 
called his attention to the fact that his statement was not quite 
correct for the Department had not committed itself to any form of 
settlement and merely had told him that any reasonable proposal he 
might make for his Government would be given sympathetic consid- 
eration by the Department and other interested agencies such as 
Treasury.* Ambassador Chiriboga assented. 

He proceeded, in his remarks, to say that he would recommend 
that the account be paid in four annual installments of 2 million 
sucres each as that would be a total of eight million sucres or about 
$540,000. He was asked if that meant the sucres thus budgeted 
would be used to make payment to the U.S. in dollars. Greatly 
surprised, he said “No,—the whole settlement would be in sucres.” 

It was explained that, during the last previous talks, it had been 
the Department’s view that while a proposition to pay in four years, 
half in dollars and half in sucres, might encounter resistance, the 
Department would see what it could do to get it accepted. However, 





‘In telegram 125 to Quito, October 11, the Department informed the Embassy 
that “Chiriboga acknowledged debt and regretted unable in absence instructions reply 
Department’s note of June 10 requesting settlement. In answer Chiriboga’s plea 
payment in either dollars or sucres within year impossible, Department stated it 
would consider possibility obtaining agreement of interested US agencies to payment 
in dollar installments extending period not over four years, as an absolute maximum.” 
(Department of State, Central Files, 722.56/10-1155) 
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anything less reasonable would stand litile if any chance of being 
accepted and would end only in further delaying a final settlement. 

The Ambassador launched into a lengthy dissertation concerning 
Ecuador’s economic plight and emphasized that it would not only be 
quite impracticable for Ecuador to pay any dollars but that its 
balance of payments position would make it impossible to do so. He 
thought that in a few years it might be possible to find some dollars, 
after these critical years had been surmounted and, with that hope 
in mind, he then suggested that half of the amount due be paid in 
sucres in two annual payments in 1956 and 1957 and, thereafter— 
following a gap of a couple years—the other half of the account 
would be paid on an installment basis in dollars. The Ambassador 
said that Ecuador couldn’t do better than that and he felt sure that 
the Department wasn’t going to ruin Ecuador by asking for a full 
dollar payment. He was told that, in the Department’s view, Ecuador 
could pay off the debt in dollars and without imperiling either its 
financial or economic status. 

The Ambassador was assured that the Department has consist- 
ently taken a very sympathetic attitude toward this case and has 
been distressed by the variety of circumstances which continually 
had put off the settlement of this ten-year-old account for, regretta- 
ble as it may be, the fact must be known to Ecuador that the non- 
payment of those accounts which ante-date many other Government 
obligations can only have an unfavorable effect upon the credit 
standing of the Government of Ecuador in American and interna- 
tional financial and economic circles. 

It was impressed upon the Ambassador by Mr. Murphy that, so 
that the action would be shown in the records of both Governments, 
the documents shown to him would be sent to him at the Embassy 
under cover of a formal note. In closing Mr. Murphy stressed the 
inadvisability of submitting any form of settlement proposal calling 
for payment entirely in sucres or for payment over a period of 4 to 5 
years, pointing out that such proposals would stand no chance of 
being accepted by U.S. Government authorities. 

The Ambassador's parting remark, made to Mr. Kempter, was 
“You are quite a lot of fighters”. He was assured that we were 
friends, only trying to help his country help itself. 
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47%. | Memorandum of a Conversation, Department of State, 
Washington, January 19, 1956' 


SUBJECT 

Farewell Call of Ambassador Chiriboga 
PARTICIPANTS 

Ambassador Jose R. Chiriboga of Ecuador 


The Secretary, Mr. Dulles 
Deputy Assistant Secretary Cecil B. Lyon, ARA 


The Ambassador called this afternoon at his request to say 
goodby to the Secretary and to express appreciation for all the 
attentions which he had received while in Washington. 

The Secretary said that he had heard rumors that the Ambassa- 
dor was returning to his country to be a candidate for the Presiden- 
cy. Mr. Dulles said that every citizen of the United States aspired to 
the presidency and he assumed the same was true in Ecuador. 

The Secretary also expressed his personal regret at the departure 
of the Ambassador. He noted that the Ambassador had been here 
during all the time he had been Secretary of State and that he had 
always felt he could rely on the Ambassador and Ecuador in matters 
of common Hemispheric interest. Those were the questions with 
which the Secretary had dealt in particular with the Ambassador. 

The Ambassador said that he regretted leaving Washington, that 
he had had four very pleasant years here, but that the call of the 
people to duty was so strong he could not resist it, though it would 
be pleasanter and easier to continue in his present position. 

The Ambassador then said that he must express to the Secretary 
his sincere appreciation for all the courtesies he had received while 
in this country. He mentioned the fact that Ecuador had received 
more help from the United States in the way of loans, technical 
assistance, etc. during his incumbency here than in all the years 
which preceded his coming. For this, his country was deeply grate- 
ful. 

The Ambassador then said that he must ask the Secretary to do 
everything possible to assist Ecuador and Peru to find a settlement 
of their long-standing border dispute. 

The Secretary said without knowing where the rights of the 
matter lay, he, too, felt that some solution must be found to this 
problem and that we, for our part, would do everything we could to 
assist the Guarantors to find a solution. 





* Source: Department of State, Secretary's Memoranda of Conversation: Lot 64 D 
199. Official Use Only. Drafted by Lyon. 
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The Secretary said that as the Ambassador had raised the 
question of the border dispute, he would like to raise the question of 
the 200 mile zone. This is a matter which the Secretary said must be 
settled. We could find a solution; in fact, he himself had worked on 
a solution for the settlement of the fishing problem with Canada 
and Japan, a settlement which covered all of the Pacific ocean and 
the fishing rights of these three countries. However, one could not 
extend the territorial waters 200 miles. 

The Ambassador said that this was 4 point in which he was not 
in agreement with his Government, and that he would do what he 
could to help find a solution. He remarked that there was not a great 
deal of time since in about two months there would be a meeting in 
the Dominican Republic of all the 21 American Republics on this 
matter.” He assured the Secretary that he could count on his assist- 
ance. 
The Secretary then turned to the question of the extension of 
the Reciprocal Trade Agreement,’ and said that he hoped there 
would be some solution to the problem of Panama hats. The 
Secretary remarked that no one seemed to wear hats any more. He 
noticed this when he travelled, particularly in England. The Ambas- 
sador expressed appreciation for the extension of the Agreement and 
said that Ecuador would do everything possible to find a solution to 
the problem, both to the diversification of industry and also the 
question of bleaching of Panama hats. 

The Ambassador said that the relations between Ecuador and 
the United States, in his opinion, had never been stronger and that 
the Secretary could count on his support as a citizen, as a candidate 
for the presidency, and as the President, in all matters which 
affected the well-being of our two countries. 

The Secretary wished the Ambassador good luck before saying 


goodby to him. 


*The Inter-American Specialized Conference of Conservation of Natural Re- 
sources: Continental Shelf and Marine Waters met at Ciudad Trujillo March 15-28, 
1956. 

* See the editorial note, infra. 








477. Editorial Note 


On January 18, Ambassador Sheldon T. Mills presented a note 
to Foreign Minister Luis Antonio Pefaherrera, which stated that the 
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United States intended to terminate the 1938 Reciprocal Trade 
Agreement. For text of the trade agreement, see 53 Stat. 1951. 
Additional information on this decision is in Department of State, 
Current Economic Developments, Issue No. 459, January 18, 1955, page 12. 
(Department of State, Current Economic Developments: Lot 70 D 467) 
Current Economic Developments was a semimonthly classified periodical 
prepared by the Bureau of Economic Affairs in the Department of 
State for internal use as a background and policy guidance report for 
policy-level officers of the United States Government serving in the 
United States and abroad. 

In response to a request from the Ecuadoran Government, the 
United States agreed to delay the termination of the trade agree- 
ment. The Ecuadorans stated that the termination would result in 
curtailment of the export of Panama hats, an important local prod- 
uct, and requested a 6-month period during which the hatmakers 
could be trained for other employment. (Current Economic Developments, 
Issue No. 471, July 5, 1955, page 20; ibid.) The Reciprocal Trade 
Agreement was terminated on July 16, 1956. For further information 
on this subject, see Department of State Bulletin, March 4, 1957, page 
371. Additional documentation relating to termination of the trade 
agreement is in Department of State, Central File 411.2241. 





478. Editorial Note 


On February 15, in a letter to Ambassador Mills, Minister of the 
Treasury José Gabriel Teran Verea submitted a proposal for settling 
the contingent lend-lease account, which was transmitted to the 
Department under cover of despatch 324, February 20. (Department 
of State, Central Files, 722.56/2-2056) In instruction 149 to Quito, 
May 4, the Department stated in part: “The Ecuadoran proposal that 
payments extend over eight years and that sucre payments covering 
one-half of the debt be paid first over a four-year period, with the 
other half to be paid in the final four years in dollars, is unaccept- 
able.” (/bid.) 

In a memorandum dated June 19, Thorsten V. Kalijarvi recom- 
mended that Under Secretary Hoover approve the completion of 
negotiations for a lend-lease settlement through payment by Ecuador 
of 10 semi-annual installments of $54,655 in United States dollars. 
Hoover initialed his approval of this arrangement on June 26. (/bid., 
722.56/6-1956) In a memorandum dated September 4, Kalijarvi 
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informed Hoover that the Ecuadoran lend-lease settlement arrange- 
ment entered into force on August 30 through an exchange of notes 
in Quito on that day. Teran and Alejandro Teodoro Ponce Luque, 
Minister of National Defense, signed for Ecuador. William A. Wie- 
land, Chargé d’Affaires ad interim of the Embassy, signed for the 
United States. (/bid., 722.56/6-2956) 

Under cover of a letter, dated September 21, Francis T. Murphy, 
Chief of the Lend-Lease and Surplus Property Division, Bureau of 
Economic Affairs, Department of State, forwarded an Ecuadoran 
check for $54,655, as payment of the first installment under the new 
agreement, to Charles T. Brannan, Chief of the Investments Branch, 
Division of Deposits and Investments, Department of the Treasury. 
(Ibid., 723.56/9-2156) 





479. Editorial Note 


The Ecuadoran presidential election, held on June 3, resulted in 
the election of Camilo Ponce Enriquez, the candidate of the conserv- 
ative Popular Alliance. The outcome of the election was not an- 
nounced until July 27 when Ecuador's Supreme Electoral Tribunal 
stated that Ponce had defeated the runner-up, Radl Clemente Huer- 
ta, by a margin of 3,043 votes. Ponce, the first conservative President 
of Ecuador since 1895, took office for a 4-year term on August 31. 
Documentation on this subject is in Department of State, Central 
Files 722.00 and 722.11. 
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480. Memorandum of a Conversation, Department of State, 
Washington, October 3, 1956' 








SUBJECT 
Ecuadoran Mission Seeking Financial Assistance from the United States. 
PARTICIPANTS 


Minister of Economy Intriago 
Minister of Public Works Duran Ballen 


Former Ambassador José 2. Chiriboga 
Sr. Perez Chiriboga, General Manager Central Bank 
Dr. Benjamin Peralta, Ecuadoran Chargé d’Affaires, a.i. 


At 11:00 A.M. the visitors called by appointment on Mr. Rubot- 
tom. 

In making the first presentation of the Mission’s objectives 
Minister Intriago seemed anxious to dispel an impression that the 
Mission had come to the United States primarily to seek a “bail-out” 
loan with which his Government could meet its current fiscal crisis.’ 
He explained that the previous Administration had been “attracted” 
by the economic development of such neighboring countries as 
Cole nbia, Peru and Chile and had indeed spent more than it should. 


say that while here he hoped to conclude a new PL 480 Sales 





* Source: Department of State, Central Files, 822.10/10-356. Confidential. Drafted 
by Reginald Bragonier. Initialed by Rubottom, indicating his approval. 

*In a memorandum dated October 2, Bragonier informed Rubottom of the 
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as bad as they have been painted.) 
Mr. Rubottom observed that the applications for a $250,000 
loan to meet the extra costs of the Quevedo-Manta highway and for 


loan already granted to meet the local currency costs of the Ambato 
electric power project, there was some doubt in his mind as to 
whether the Eximbank would consider overruling its policy of not 
making dollars available to meet the local currency costs—with 
which policy, he observed, he was personally in agreement. 

Former Ambassador Chiriboga then recalled with appreciation 
the assistance the U.S. Government has extended Ecuador and voiced 
his certainty that the Department fully appreciated the political and 
social implications of the present fiscal situation. 

The two Ministers and former Ambassador Chiriboga were 
about to rise and leave when Mr. Rubottom turned to Sr. Perez 
Chiriboga and asked him for any opinions he might have. The latter 
that he had been attending the annual meetings of the 
IMF and IBRD. He emphasized that the Central Bank would contin- 
ue to pursue its cautious course to maintain internal stability and 
s credit abroad. 


| 





* For text of P.L. 480, the Agricultural Trade Development and Assistance Act of 
1954, see 68 Stat. 455. 
* Not printed. (Department of State, Central Files, 822.10/9-2856) 
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In answer to an indirect question by Mr. Rubottom, the Ecua- 
dorans implied that they are not at this time interested in a stabiliza- 
tion loan. 

Mr. Rubottom thanked the Mission for the call, assured the 
visitors that the Department would give sympathetic consideration 
to their problems and stated that he was looking forward to seeing 
them at luncheon tomorrow. 














481. Telegram From the Acting Secretary of State to the 
Embassy in Ecuador’ 


Washington, November 21, 1956—10:23 a.m. 


177. Embtel 273.’ Please transmit personally to President Ponce 
following meszage from President Eisenhower’ 


“His Excellency Senor Dr. Camilo Ponce Enriquez, President of 

blic of Ecuador, Quito. 

I have received the stirring of solidarity you transmit- 
ted to me through Ambassador Ra . The readiness of Ecuador to 
offer a contingent of its own to join the United Nations Police Force 
at Suez now in process of formation is a reflection of the deep sense 

Your Excellency’s Government feels as a Free World 


by Your Excellency over the ruthless suppression by Russian 


oe as ae Gk bs Se et the 
people is fully shared by our message and the 





*Source: Eisenhower Library, Whitman File, International File. Confidential. 
Drafted by Bragonier and approved by Rubottom. Repeated to the U.S. Delegation at 
the United Nations. 

? In telegram 273 from Quito, November 15, Ambassador Ravndal, who presented 

of a conversation with Ponce. 


discussed Hungary Suez situations mincing no words in fully endorsing US stand both 
and pledging Ecuador's complete solidarity.” Ponce stated further that Ecuador 
troops to an international police force. (Department of 
764.00/11-1556) A U.N. Emergency Force to deal with the 
East was established by U.N. Resolution 1000(ES-I) adopted 
the General Assembly on November 5. For text of the resolution and further 

, see Yearbook of the Linited Nations 1956, pp. 36 ff. 


Hoover forwarded the text of a suggested reply to Ponce’s statement. The 
, is identical to the transmitted message, bears a handwritien 
, which reads: “OK'd by President 20 Nov. 56—State Dept 

.” (Eisenhower Library, Whitman File, International File) 
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solidarity of Your Excellency’s Government with the stand taken by 
the United States in meeting the situation are deeply appreciated. 
Dwight D. Eisenhower.” 


Ambassador may wish remind President make proposal directly 
UN if not already done.‘ 
Hoover 





*In telegram 295 from Quito, November 26, the Embassy reported that Eisen- 
hower’s message to Ponce had been delivered. (Department of State, Central Files, 
711.11-El/11-2656) In telegram 198 to Quito, December 13, the Department stated 
that the United Nations had not accepted Ecuador’s offer to send troops to the U.N. 
Emergency Force. (/bid., 320.5780/12-1156) 





482. Letter From the Ambassador in Ecuador (Ravndal) to the 
Acting Assistant Secretary of State for Inter-American 
Affairs (Rubottom)! 


Quito, November 30, 1956. 


DeaR Dick: The Minister? and Subsecretary of the Treasury 
asked me to meet with them on the afternoon of November 28 in 
order that they might inform me as to Ecuador’s economic and fiscal 
situation and the country’s need for financial assistance. They also 
had Fishburne, Corson, and Jasper Costa’ at the meeting, since these 
three along with Wieland had been following the situation closely 
the last few months. (In this connection, please see Wieland’s 
Despatch No. 259, of November 9, 1956.*) 

The Minister told me that the budget deficit for this year is 
around 300 million sucres, that they are getting between 100 and 150 
million from the Central Bank, and that they really need to obtain 
about 150 million sucres from some external source. He added that 
the loan funds would be put into essential development projects 
such as highways and irrigation, explaining that this use of loan 
funds would take the place of expenditures now planned and thus 





' Source: Department of State, ARA Deputy Assistant Secretary's Files: Lot 58 D 
691, Ecuador. Confidential; Official-Informal. 

* Fausto Cordovez Chiriboga. 

*John I. Fishburne, Economic Counselor of the Embassy; Harland J. Corson, 
Director, International Cooperation Administration (ICA) in Ecuador; Jasper S. Costa, 
ICA tax adviser in Costa Rica. 

* Not printed. (Department of State, Central Files, 822.10/11-956) 
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release funds to meet the deficit which has been accumulating over 
the last few years. 

The Subsecretary (who, like the Minister, seems to be a very 
intelligent and competent man) then went into more detail on the 
proposed loan request. He said that Ecuador hoped to be able to 
obtain external assistance, and that if foreign assistance were not 
forthcoming, the country would have no other recourse than to call 
on internal sources of credit regardless of the adverse economic and 
possibly political effects of such a move. He stated that there is 
som: inflationary pressure in Ecuador now because of the rise in the 
amount of money in circulation. The Subsecretary said that a foreign 
loan would be particularly beneficial because it would increase the 
country’s international reserves; which in turn would permit a relax- 
ation of import restrictions and result in greater imports, thus 
absorbing the inflationary pressure of an increased money supply 
and at the same time bring about a growth in Government revenue, 
since about 30 percent of the value of imports now goes to the 
Government through import taxes. Because of this increment in 
Government revenue, the amount of money needed as a foreign loan 
might be cut to about two-thirds of the actual deficit to be financed 
by this method. 

The Subsecretary pointed out that the Velasco Government was 
running a deficit of about 31 million sucres per month in the last 
part of its administration. He said that the Ponce Government, 
through austerity measures and through increased order and efficien- 
cy in tax collection and administration, has managed to cut this 
deficit to about 14.2 million sucres per month for the period Sep- 
tember-December, 1956. He said that the budget for the year 1957 is 
lower than the present one, thus reversing the trend of ever- 
increasing Government expenditures in the last six years. This is 
being effected, he pointed out, through reduction of expenditures 
and through imposition of new taxes, both of which measures are 
extremely unpopular. He observed that if a large percentage of the 
Government revenues in 1957 have to go into the payment of back 
debts, the Ponce Government will not be able to carry on any 
developmental project and the people of the country will accuse the 
Government of being inefficient and unable to improve the welfare 
of the country. The Subsecretary remarked that the resulting wave 
of criticism and antagonism to the Ponce Government might cause 
its overthrow, and the beneficial effects of 12 years of constitutional 
Government would be wiped out. He stated that the overthrow of 
the Ponce Government would probably bring “caudillismo” back to 
Ecuador and he mentioned specifically the danger of the advent to 
power of Guevara Moreno and his CFP followers. 
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The Subsecretary then stated that they were requesting me 
informally to consult with Washington to see if there are legal 
means for the United States to make a loan to Ecuador to help 
extricate this country from its fiscal difficulties. He said that if we 
found that there is an existing channel for extending the desired aid, 
then Ecuador could make a formal petition for assistance. He pointed 
out that Ecuador is a small country and that for political and 
economic reasons and for reasons of national pride, the Ponce 
Government cannot take the risk of a formal refusal of a request for 
a foreign loan. He said that if, after exploring the possibilities, we 
find there is no way in which the loan assistance can be given to 
Ecuador, the country will then just have to do what it can with its 
own resources regardless of possible untoward consequences. Both 
the Minister and the Subsecretary stated that they would appreciate 
our looking into this matter and letting them know what the 
situation is so far as the possibility of a loan from the United States 
is concerned. 

During the subsequent discussion, it was brought out that 
Ecuador cannot legally borrow, either from internal or foreign 
sources, for the direct purpose of meeting a budget deficit in the 
Operations Budget. What Ecuador desires, therefore, is a loan to be 
used on development projects such as those in Ecuador's Capital 
Budget. Government receipts now earmarked for the Capital Budget 
could then be carried back to the Operations Budget, thus permitting 
the Government to meet its essential obligations. The Subsecretary 
said that the Government’s idea on the proposed foreign loan is to 
spread it over several budget years, beginning if possible with the 
end of the present year, using some of the funds in fiscal 1957 
(which coincides with the calendar year) and some in fiscal 1958. 

The Minister and the Subsecretary stated that a short-term loan 
such as they might be able to obtain from commercial banks would 
not meet Ecuador’s needs, since the same problem would be bound 
to arise again in attempting to meet the necessarily large payments 
for interest and amortization. On the other hand, they believe it 
would be comparatively easy to finance the services of a long-term 
loan due to the expected development in Ecuador’s economy. They 
pointed out that Ecuador’s general economic situation is good, that 
prospects for the future are bright, and that it is only the Govern- 
ment fiscal situation that is a matter of concern at the present time. 

In essence, the idea of the Minister and the Subsecretary is to 
obtain a dollar loan from the United States, to use the funds to buy 
United States goods through regular commercial channels, and to use 
the resultant sucre funds (which would accrue to the Government 
when the dollars are made available to importers) in development 
projects such as highways and irrigation. In the process, the Govern- 
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ment would find its deficit relieved, partly by increased income from 
import duties, partly from increased tax revenue due to the generally 
heightened level of business, and partly by being able to decrease 
the amount of money it would otherwise be forced to spend on 
development projects. The advantages to the United States are 
obvious: (1) United States business would benefit from increased 
sales to Ecuador and from increased investment opportunities due to 
greater political and economic stability in Ecuador; (2) the United 
States Government would benefit from increased stability in this 
region and from the maintenance and strengthening of a friendly 
Government in a friendly country. 

I was favorably impressed with the earnestness and the evident 
capability of the Minister and his Subsecretary, just as I am favor- 
ably impressed with the Ponce Government as a whole. I am 
convinced that this administration is sincere, competent, and hard- 
working and that it has Ecuador’s best interests at heart. In view of 
the good qualities of the present administration, especially in com- 
parison with what might arise in Ecuador if this Government came 
to grief, I think we should do everything possible to help them get 
on their feet. It seems to me it would not be in our interest to let 
this Government and Ecuador come to grief through a policy of “too 
little and too late”. I believe it is time for Washington to do some 


earnest thinking on this matter and give every consideration to 
devising a means of extending assistance now while it can make an 
effective contribution to stability in Ecuador and to the furtherance 
of United States policies and objectives in this area. 

With warmest personal regards and best wishes, 

Yours ever, 
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483. Letter From the Acting Assistant Secretary of State for 
Inter-American Affairs (Rubottom) to the Ambassador in 
Ecuador (Ravndal)' 


Washington, December 10, 1956. 


DEAR Mr. AMBASSADOR: This is in answer to your letter of 
November 30 in which you report your conversation with the 
Minister and Subsecretary of the Treasury on the Ecuadoran finan- 
cial situation and their desire for assistance from us. I agree with you 
on the necessity for some earnest thinking on the part of Washing- 
ton on this matter. In fact, the Department had already been 
canvassing all the possibilities very carefully with the various inter- 
ested agencies as indicated in its telegram No. 179.” The net result of 
these discussions is summarized in the paragraphs below. I should 
add, however, that there is some feeling here that the Ecuadorans 
have not bestirred themselves as actively as they might in finding a 
solution to their problem. This refers particularly to the possibility 
of borrowing from private sources which I shall touch on below. 

First, let me give you the conclusions which have been devel- 
oped with respect to external assistance. 


1) United States Government agencies are not in a position to 
provide dollars, either by grant or by loan, to cover sucre expendi- 
tures. 


2) As to the IMF, we understand that the re Central 
Bank people know that they have a good prospect of obtaining a 
drawing or stand-by agreement or both, provided they can satisfy 
the Fund that they are adequately dealing with their internal infla- 
tionary situation. However, we understand that the Central Bank 
expects to be very conservative in actually drawing on the IMF and 
prefers to keep any stand-by arrangement intact for ychological 
reasons. The Ecuadoran quota, as you know, is $10 on and this 
vous be the maximum assistance which they can expect from the 

un 

3) Ecuador has shown some interest from time to time in the 
= of an exchange stabilization agreement with the U.S. 

reasury. The Treasury has not committed itself on this subject. In 
any event, the Ecuadorans should understand that Treasury stabili- 
zation credits are generally part of a “package” arrangement wherein 
they may be drawn upon only after other credits, such as the IMF 
stand-by and possible private bank lines of credit have been ex- 
hausted. Ideally, the Treasury portion of any such package is es 
expected to be spent. Moreover, a Treasury exchange agreemen 
would not be designed to deal with Ecuador's budgetary deficits 





* Source: Department of State, ARA Deputy Assistant Secretary's Files: Lot 58 D 
691, Ecuador. Confidential; Official-Informal. 
? Not printed. 
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either immediately or in the future, but rather to provide confidence 
in the Ecuadoran R 

4) Sucres can be provided under P.L. 480 for economic develop- 
ment purposes, but the FY 1955 loan use program approval did not 
include funds for activities which up to now have been 
budgetary items. Altho the FY 1957 sucre loan funds could be 
authorized for use on itimate economic development projects 
which formerly have been budgeted for, the United States is adher- 
ing to the principle that P.L. 480 funds should not be used for 
budget support. To conform to this principle it would be necessary 
for dor to eliminate any projects to be financed by P.L. 480 
from its budget or at least to isolate them so that it does not appear 
that the budget was balanced using P.L. 480 funds. In any case, it is 
obvious that P.L. 480 local currency from the agreement now pend- 
ing Ay not become available in time to help balance the 1956 

udget. 

5) Loans from the Expori-Import Bank or the IBRD to cover 
foreign exchange expenditures (whether appearing in the budget or 
not) can be provided only for K i-» a which have been 
thoroughly studied and appro by the lending agencies. This 
requires some little time; consequently such assistance would not be 
available to help meet the 1956 budget problem. It might be avail- 
able in 1957 and subsequently. This would depend upon presenta- 
tion by Ecuador of applications covering sound projects and upon 
the lending institutions’ ju ent of Ecuador’s credit worthiness. 

6) Finally, as regards borrowing from foreign private banks, 
your letter quotes the Minister as saying that a short-term loan such 


as the t be able to obtain from commercial banks would not 
meet or’s needs, since the same problem would be bound to 
arise in attempting to meet the necessarily large repayments. 


When land Corson was up here from Quito about six weeks ago 
he informed us that he had been told by In that the best that 
Perez Chiri had been able to obtain in New York was the 
possibility of loans up to 180 days. I therefore presume that when 
the Minister spoke of “short term loans” he had in mind loans of 
a ximately that maturity. The U.S. money market has, of course, 
tightened up very appreciably in recent months. However, I under- 
stand that where the borrowing country will undertake not to use 
the dollar funds such loans can be and have been arranged for 
medium terms and at relatively low rates of interest. If a loan were 
to be obtained on such a basis, the dollar proceeds could, of course, 
not be used for imports; they would have to remain on deposit in 
the U.S. However, it should be possible for the Central Bank to 
issue sucres to the government in exchange for the dollars and these 
local funds could then be used by the government for budgetary 
purposes. I think it would be worthwhile suggesting to the Ecuador- 
ans that they have Ambassador Chiri explore the possibility of 
such i bank loans, particularly with American banks that have 
had dealings in Ecuador. (I should add, incidentally, that most of us 
feel rather dubious about the wisdom of using any portion of 
foreign financial assistance for the purpose of increasing imports.) 


On the internal side it is appreciated up here that the govern- 
ment has been making determined efforts to cut expenditures and 











=> 








Ecuador 975 





raise new revenue. From what is known here, however, it is not 
clear whether all possibilities for finding new sources of funds have 
been exhausted. For instance, has the government attempted to 
borrow from private banks or other financial institutions in Ecuador? 
Also, Messrs. Brand and Altman’ of the IMF mission think that the 
Central Bank should impose tighter credit restrictions on the private 
sector. 

Over the longer run the government might wish to consider the 
possibility of encouraging the creation of a bond market as a source 
of noninflationary internal financing. The IBRD is understood to 
have provided technical assistance in at least one other case in this 
respect. 

The Ecuadoran Government is understood to have asked the 
IBRD for assistance in obtaining a mission to advise it in the 
financial field. Such a mission should be helpful. It is presumed the 
Ecuadoran Embassy here will receive orders to press the IBRD 
directly for an early departure of such a mission but if you think it 
would be helpful for us to jog the Bank also, we'll see what we can 
do. 

All of the foregoing is written on the assumption that while the 
political situation is serious it is not critical. If it were to deteriorate 
to the point where the overthrow of the Ponce administration was a 
serious possibility, the only conceivable source of immediate eco- 
nomic assistance from U.S. Government sources would be the Presi- 
dents Fund (Section 401 of the Mutual Security Act). However, in 
view of the troubled world situation it is unlikely that Ecuador 
could claim sufficient priority to justify resort to this Fund. Other 
Mutual Security funds from the FY 1957 appropriation for Latin 
America are fully obligated or earmarked, and there is every indica- 
tion that they will be fully utilized. The transfer to Ecuador of funds 
allocated to other areas would, of course, require a very high level 
decision. 

I hope that the foregoing will prove useful to you in discussing 
this whole problem with our Ecuadoran friends. I should say that 
Ponce has made a fine impression up here in the way he has met the 
situation he inherited from Velasco. If he can see this thing through 
his stock should go up even higher. In any event you may rest 
assured that we are thoroughly aware of the political risks involved. 

With all best wishes. 

Sincerely, 

R. R. Rubottom, Jr.‘ 





* Paul J. Brand, head of the International Monetary Fund mission to Ecuador in 
October 1956, and Oscar Altman, a member of that mission. 
* Printed from a copy which bears this typed signature. 
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484. Letter From the Acting Assistant Secretary of State for 
Inter-American Affairs (Rubottom) to the Ambassador in 
Ecuador (Ravndal)' 








Washington, December 31, 1956. 


aircraft and wish to assure you that we have had very 
much in mind the political implications of not providing Ecuador 
with jet aircraft under the Military Assistance Agreement of Febru- 
ary 20, 1952° if such aircraft are provided to Chile and Peru. It is 
true that the jets are not presently included in the fiscal year 1957 
program for Ecuador. (In fact, the Bureau of the Budget is holding 
up fiscal year 1957 funds for the jet squadrons for the eight Latin 
American countries concerned because it is not satisfied that the 
provision of jets is consistent with NSC 5613/1, especially paragraph 
32.‘ The Department of Defense has prepared a further justification 
to the Bureau of the Budget on this point.) The F80C jets have been 
omitted from the Ecuadoran program until such time as Defense can 
satisfy itself that Ecuador is militarily capable of receiving and 
utilizing the aircraft and that it has the economic and financial 
resources to maintain and operate them. 

While not forgetting the political problems discussed in your 
letter, Defense’s concern, which is also shared in part by other 
agencies including the Department, arises out of reports made by its 
Attachés and the Embassy on the military and financial capability of 
Ecuador. The Air Attaché to Ecuador,’ resident in Bogota, in com- 
menting on the proposed fiscal year 1957 program (see IR-122-55)° 
stated “It is hard to visualize how an air force the size of the 
Ecuadoran Air Force can maintain their present British jet equipment 
and still accept a squadron of jet aircraft from the U.S. as they have 
neither the manpower nor the money to operate this quantity of 
equipment.” The recommendations of the MAAG Chief submitted a 
year later indicated an improvement to the extent that he believes 
“Ecuador can absorb, utilize and maintain the equipment (jet air- 
craft) if it is phased-in in equal increments of five in each of the 
years 57, 58 and 59.” He notes that sufficient personnel are available 


DeAR Curis: I have read with interest your letter of December 
on jet 





source: Department of State, ARA Deputy Assistant Secretary's Files: Lot 58 D 


* For text, see 3 UST 4162. 

*NSC 5613/1, “U.S. Policy toward Latin America, August 20, 1956”, was ap- 
proved by the President on September 25, 1956. For text, see vol. vi, Document 16. 

* Colonel James C. Robinson, Jr. 

* Not printed. 
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to man five jets and to provide POL for them but clearly implies 
that Ecuador could not support any more. He adds that “because of 
both political and economic instability, the country is not able to 
assume any financial responsibility for spares in the foreseeable 
future”. As you note in your letter, Ecuador has now received four 
T-33 jets for fiscal year 1957 (which is only one less jet than the 
MAAG Chief recommended for fiscal year 1957) and Defense would 
like to see how Ecuador utilizes and maintains these aircraft before 
providing more. 

The Embassy’s comments on the Ecuadoran financial capabili- 
ties, which were submitted on July 18, 1956 as a part of the MAAG 





ed. The Embassy stated that “Ecuador's capability . . . ’ is severely 
limited by the critical economic and fiscal condition of the country. 
For the last several years, Ecuador's Central Government has had 
insufficient revenue to finance its obligations and has been unable, 
through any means, to meet some of its most pressing and important 
commitments . . . The national Treasury is practically empty and it 
is likely that whatever Government is in power will, within the next 
few months, have to obtain a bail-out loan from abroad or else 
resort to the printing press for funds . . . It is obvious that Ecuador 
is in no position to expand its expenditures for military purposes, 
and that it should actually cut those expenditures down as much as 
possible . . . Ecuador will have to retrench in all expenditures if the 
country is to avoid fiscal and economic chaos.” 

At the time the fiscal year 1957 program was being considered, 
Ecuador’s fiscal situation was therefore believed to be serious, much 
more serious than that of either Chile or Colombia, although certain- 
ly not as serious as that of Bolivia with which we have no military 
assistance agreement and to which we are giving no military equip- 
ment. Your letter would indicate that Ecuador's situation is much 
improved and that it can now take on the high operational and 
maintenance cost of a squadron of U.S. jets in addition to the British 
jets it already has, though recent Embassy reports and your letter to 
me of November 30 have continued to reflect concern over the fiscal 
situation which will confront the Government in 1957. 

(We assume, of course, that Ecuador would discontinue use of 
the F-47s.) The report of the Air Force Mission also gives a brighter 
picture of Ecuador's military capability for utilizing jets. 

Defense has made no final decision on providing jets to Ecua- 
dor, but if the Bureau of the Budget releases the funds it is inclined 
to include them in the program partly on our urging for political 





” These and the following ellipses are in the source text. 
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ing. It is a government of which we approve, and one which we 
should support in our own interest. The present threat to the 
President stems from the sound, conservative policies he has adopt- 
ed, which are measures we would like to encourage in Ecuador, Mr. 
Bernbaum remarked. These policies follow on a period of extrava- 
gant spending and irresponsibility under previous administrations, a 
fact which has magnified the financial and political difficulties of 
the present government. To cope with his budgetary deficit, Presi- 
dent Ponce has inaugurated an austerity program with reduced 
government expenditures. Credit has been tightened and import 
taxes increased. Public reaction to these measures has been extremely 
unfavorable, Ambassador Ravndal has received appeals for help, and 
it appears that the government is steadily losing support. Mr. 
Bernbaum pointed out that one of the chief obstacles to extending 
aid to Ecuador has been the fact that the government needs funds in 
sucres for current expenses, which assistance would not be available 
under Eximbank practices, while the Ecuadorans have preferred to 


of exporters’ credits. However, it was understood that the Eximbank 
would be reluctant to come to the rescue of Ecuador. 
Mr. Bernbaum then read a letter from Ambassador Ravndal’ 





? Document 482. 
> Apparent reference to Rubottom’s letter, supra. 
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ly “out of bounds”. Mr. John Fishburne of the U.S. Embassy, Quito, 


the government for conversion into the sucres that it 





486. Telegram From the Ambassador in Brazil (Briggs) to the 
Department of State’ 


Rio de Janeiro, April 5, 1957-7 p.m. 


1067. Deptel 889.’ Regret find myself opposite end of seesaw 


hurt anybody's feelings”. That might be profitable slogan in event 





Source: Department of State, Central Files, 622.233/4—557. Confidential. Repeat- 


ed to Buenos Aires, Santiago, Quito, and Lima. 
* Dated April 1. (/id., 622.233/3-2157) 
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Department willing let dispute drag indefinitely, for instance on 
theory that faced with more pressing world problems this one looks 
small and best we can do is engage disputants in conversation pieces, 
but it is my impression we are really desirous of promoting early 
settlement. 

If we are, then I respectfully submit Guarantors should stop 
dancing around the mulberry bush. Specifically, Guarantors should 
go much further than expressions of hope or reiterated assurances of 
impartiality. They should say what they believe and be prepared 
adopt firm unequivocal position. 

1. Fact is Ecuador considers swindled by 1942 Protocol and is 
out to wreck it. (As reflected by Chiriboga in Washington and 
Ecuadoran Ambassador here, Ecuadorans are more and more openly 
revealing their real purpose to be revision Protocol to obtain access 
Maranon River. This pretension should be batted down since under 
no conceivable stretch of “geographic realities” would boundary set 
forth in protocol any where approach Maranon.) 

2. Guarantors should tell Ecuador politely but firmly that all 
boundary markers already in ground and accepted by both govern- 
ments, stand. With respect segments thus far undemarcated Guaran- 
tors prepared examine arguments of disputants and will cooperate 
with whatever surveys of whatever nature may be necessary to draw 
fairest possible line to fill in gaps. (Guarantors could at this point 
urge Peru show generosity since Ecuador's resentment over loss 
through protocol of much previously claimed territory is understand- 
able. But generosity in context protocol certainly begins west of 
Santiago River and north of Maranon.) 

3. Problem would thereupon be limited to measurable dimen- 
sions and Ecuador's current effort demolish protocol would be 
identified. It seems to me that any other view of boundary already 
marked and accepted leads to nearest asylum and I do not under- 
stand what Department means by reference obtaining necessary 
evidence for legal opinion, etc. (Deptel 864°) unless our purpose is 
procrastination as mentioned opening paragraph. 

4. Ecuador may at outset by unhappy, but so what? Guarantors 
cannot expect to have it both ways, and question here is whether 
early and fair solution more important than possible dissatisfaction 
one party. Ecuador accepted and ratified protocol and Guarantors 
responsible for making it stick. 

5. Should Department agree to vigorous approach outlined, first 
job, perhaps difficult, will be to convince other three Guarantors. (It 
is my impression Argentina and Chile may favor declaring valid 
markers already fixed and accepted, possibly in context arbitration 








* Dated March 25. (/hid., 622.233/3-1957) 
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balance of boundary, but that Brazilian Foreign Minister would be 
happy continue don’t-bother-me course or even hand dispute to 
some other entity, Royal Geographic Society for example.) Next step 
would be vigorous diplomatic activity by all four countries in Lima 
and Quito. 

Success of foregoing naturally cannot be guaranteed but it seems 
to me after wrestling with problem for past 2 years, during which no 
progress whatever made, that adoption foregoing offers better pros- 
pect than efforts expended since work of Boundary Commission 
broke down. 

Would appreciate receiving Department's views as well 2s com- 
ments other missions. 

Briggs 











487. Circular Airgram From the Secretary of State to Certain 
Diplomatic Missions’ 


Washington, April 22, 1957. 


Reference is made to Embassy Rio de Janeiro’s telegram no. 
1067 of April 5, 1957,’ concurred in by Embassies Lima and Quito, 
recommending that the Guarantor Powers tell Ecuador politely but 
firmly that all of the boundary markers placed and accepted by both 
governments are binding, that the Guarantors are prepared to exam- 


required to complete the demarcation of the border. 





* Source: Department of State, Central Piles, 622.233/4-2257. Confidential. Draft- 
ed by Bernbaum and Sandy M. Pringle of the Office of South American Affairs 
(OSA) and approved by Rubottom. Sent to Buenos Aires, Rio de Janeiro, Santiago, 
Quito, and Lima. 

In a memorandum to Rubottom, dated April 19, Terry B. Sanders summarized 
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Reference is also made to Rio de Janeiro’s telegram no. 1106 of 
April 15, 1957,’ stating that the current US policy on the boundary 
problem has been given ample trial and has not produced results. 
This telegram was in response to the Department’s apprehension 
over the nature and scope of the above recommended change from 
the existing policy which was established by CA-3603 of November 
7, 1955.‘ 

The course of action proposed by our Embassy at Rio de Janeiro 
would be marked change from present US policy, and the following 
comments are submitted by the Department as a basis for comment 
by the various Embassies concerned in working out a satisfactory 
solution to the problem. 


Attitude of the Guarantors 


The proposal by the Embassy at Rio de Janeiro would require 
on the part of the Guarantors a degree of firmness that has thus far, 
at any rate, been out of the question. 

Prior to the adoption by the Guarantors of their resolution in 
May 1956, requesting the authorization of Peru and Ecuador for an 
aerial survey, the role of the Guarantors was substantially limited to 
intermittent placatory efforts simply to keep the exacerbated issue 
between Peru and Ecuador from erupting in armed hostilities. There 
was little or no serious thought by the Guarantors of doing anything 
which might risk irritating further either or both sides, as would be 
required by intervention actively to seek a precise settlement of the 
boundary in the disputed zone. It seemed that, for internal political 
reasons, no Ecuadoran Government could accept a definitive settle- 
ment short of access to the Maranon River. Also for internal political 
reasons, no Peruvian Government could meet Ecuador’s aspirations. 

When, therefore, the Department decided in mid-1955 that 
something should be done to break the impasse, the border crisis of 
September 1955 was seized upon as an opportunity to pressure the 
other Guarantors into giving active consideration to the problem. It 
was only after Ecuador in effect forced Brazil to convene the 
Guarantors that we were able to make progress. The Guarantor 
resolution of May, 1956 calling for an aerial survey was achieved 
only through the application of pressure on Chile and Argentina 
who were reluctant to act. The former’s fear of Peruvian reprisal on 
the Tacna—Arica boundary was stronger than her tendency to favor 





> Not printed. (Department of State, Central Files, 622.233/4-1557) 

*In CA-3603, the Department stated that it was convinced that constructive 
action toward a final delimitation of the boundary would be taken only with the 
assistance of the Guarantors and that a forced settlement would fail to achieve the 
objective of improving relations between the two countries. (/bid., 622.233/11-755) 
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Ecuador. Argentina wanted to avoid trouble and went along with the 
majority. 

So far as the Department is aware, the basic attitudes of Brazil, 
Argentina, and Chile toward the boundary problem remain intact. If 
this is so, the possibility of inducing them to take comparatively 
drastic action at this time would seem to be remote. 


Results of US Policy to Date 


The present US position, which was prepared with the personal 
participation of representatives from the three US Embassies directly 
concerned, is based on the following premises: 


1) The fundamental problem is that of improving relations 
between Peru and Ecuador, the issue of demarcating the border 
being an essential aspect of this problem. 2) Neither the improve- 
ment of relations nor the demarcation of the border can be achieved 
by coercion. 3) The best prospects for success lie in carrying out a 
a to determine the geographical facts involved and getting the 

A pm x on By seek possible formulae for a solution. 4) 


Rapi and specta results cannot be expected. 


With the above as the underlying basis for its policy, the US set 
certain intermediate objectives. Key among these were: 1) to encour- 
age an exchange of Ambassadors between Peru and Ecuador; 2) to 
induce the Guarantors to take the initiative in proposing a geograph- 
ic survey; 3) to stimulate the disputants to suggest and discuss with 
each other possible formulae for breaking the impasse; and 4) to 
obtain Ecuadoran and Peruvian acceptance of the aerial survey 
proposal. 

Objectives 1 and 2 have been accomplished, and the difficulties 
overcome in getting the Guarantors to pass the survey resolution 
should not be minimized. With regard to 3 and 4, the Department 
believes that substantial progress has also been made. While Peru 
has refused to agree to a survey to date, both the Peruvian and 
Ecuadoran representatives in Washington have assured the Depart- 
ment that they would continue actively to seek some formula which 
might make an aerial survey acceptable to both parties, and there 
have even been indications that the Peruvians have attempted to 
hold direct conversations in Quito. While the Department certainly 
does not maintain that the present policy has achieved any startling 
success, it does believe that, looking at this exceedingly complex 
problem in perspective, some solid progress has been made. It also 
believes, as outlined at the end of this instruction, that there are 
prospects for further progress. 
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Embassy Rio's Proposals 


The following are further observations on the procedure pro- 
posed by our Embassy at Rio de Janeiro, a procedure which, inciden- 
tally, was carefully considered prior to the adoption of the policy 
outlined in CA-3603 of November 7, 1955. 


1 pst yd hy BLE, ALF 
already pla are binding upon Ecuador. Ecuador maintains that 
markers placed in the south een the Quebrada San Francisco 
and the unmarked area are not binding for any or all of the 
following reasons: They were placed in error of the true geographical 
facts; Dias de iar’ exceeded his authority in including this area 
in his award; these markers were not [= a by 
the Government of Ecuador. This matter has y consid- 
ered in the Department, and it is not in a position to give an opinion 
as to the legal status of the markers already placed,° It believes that 
judicial procedures, or mutual agreement, as distinguished from a 
finding by the four Guarantors, or any one or more of them, would 
uired to arrive at a definitive determination of this matter. 

2) Embassy Rio de Janeiro’s recommendation ‘opeus to be 
based upon a ible eee gy ee of the role of the Guarantor 
Powers under the Rio Protocol. cle VII provides that “any doubt 
or disagreement which may arise in the execution of this protocol 
shall be settled by the es concerned, with the assistance of the 
representatives of the United States, Argentina, Brazil, and Chile, in 


the shortest possible time.” The Department considers that the basic 

responsibility for finding a solution, or method of solution, rests 

with the Governments of Peru and Ecuador, and that it is the 

ga responsibility to take actions which will assist toward 
t end. 

3) The ~ doubts that the procedure proposed by the 


Embassy would be acceptable to the other Guarantor Powers. Proba- 
bly none of them—and particularly not Chile—would wish to bring 
the required pressure upon Ecuador, since such action might serious- 
ly jeopardize their present relationships with that country. Were the 
uarantors even to discuss the proposed policy change, knowl 
of the fact would probably come to Ecuador’s attention. This would 
not only adversely affect dor’s friendship with all of the Guar- 
antors (especially with the US as initiator of the proposal) but also 
might impair the Guarantors’ ability to serve any further useful 
function in the event that the —— policy failed. 
4) Even should the other Guarantors agree to the procedure, the 
ent considers it probable that Ecuador would adamantly 
refuse to yield. Whereas the Guarantor resolution proposing an aerial 
survey, although it coincided with Ecuador’s desires, was logically 
impartial and capable of being explained to Peru on logical grounds, 
the action proposed in the reference telegram would involve the 





* Captain Braz Dias de Aguiar of Brazil proposed a boundary between Peru and 
Ecuador which was accepted by the two countries as part of the Rio Protocol of 1942. 

* because of appreciation that only in a litigation would all possible evidence and 
positions of both sides be fully developed. [Footnote in the source text.] 
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Guarantors’ taking sides. Rather than facilitating Ecuadoran acquies- 
cence, this might exacerbate nationalist feeling and make it danger- 
ous for the Ecuadoran Government to relinquish its position. 

The Department continues to be of the opinion that action to 
force either Peru or Ecuador into a settlement of the boundary 
would probably be unsuccessful in its immediate purpose and would 
certainly fail to achieve the real objective of improving relations 
between the two countries. It is not the Department's policy to let 
this dispute drag any longer than necessary, but the Department 
does seriously question the wisdom of trying to force a “solution” 
which promises to exacerbate feelings without settling anything. 

In numerous conversations with representatives of the Peruvian 
Embassy, the Department has repeatedly emphasized that the Guar- 
antors’ support of the survey proposal does not signify bias in favor 
of Ecuador's position. Now that Ecuador has more openly revealed 
its true objective to be a revision of the Rio Protocol to obtain access 
to the Marafion River, Peru is understandably even more reluctant to 
agree to the survey proposal. This Ecuadoran objective, however, has 
been known for years to both the Peruvians and the Department. It 
does not affect the basic logic of the survey proposal, but it does 
point up the necessity of Peru’s obtaining assurances that the survey 
will not just result in demands for a revision of the Protocol. 


Present Course of Action 


In the Department’s opinion a geographic survey of the zone 
defined by Article VIII B(1) of the Protocol within a context of 


mutual agreement still represents the most promising step toward 
eventual solution. It does feel, however, that a new element could 
profitably be added to the survey proposal. It should include some 
mutually acceptable and binding agreement assuring that the survey 
will be followed by whatever action might be required—such as 
direct negotiation, or failing resolution of the matter within a 
specified period, judicial review, or arbitration—to bring about a 
final demarcation of the border. 

The Department believes that only the introduction of such a 
second step will now offer any reasonable prospect of Peru’s accept- 
ing the survey proposal. To this end, the Department is encouraging 
the Peruvian representatives in Washington in their efforts to devise 
a formula which would permit both Peru and Ecuador to accept the 
survey. It is hoped that Peru will become convinced that, regardless 
of the geographic facts disclosed by an aerial survey, it probably has 
nothing to lose by submitting the question of final demarcation to 
judicial review or arbitration. It is doubtful that the terms of the Rio 
Protocol and the Dias de Aguiar Award would justify any decision 
which would put Ecuador on the Marafion River. Thus, the risk for 
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Peru in accepting an aerial survey, coupled with a binding agreement 
on subsequent action, might not appear excessive, assuming Peru 
sincerely desires to terminate the dispute. 

Presented with a formula of this type, Ecuador might well 
accept it in spite of the second step involved. It would incorporate 
the survey proposal which it strongly favors and would appear to 
give Ecuador the substance of its position. However, in accepting it, 
Ecuador would then have maneuvered itself into a position where it 
would have to agree to proceed with a binding settlement of the 
dispute based on the results of the geographic survey. Having agreed 
beforehand to the procedure with the concurrence of the Guarantor 
Powers, Ecuador would not be able to insist blindly upon a revision 
of the Protocol nor could it effectively appeal for international 
sympathy as a victim of pressure from the Guarantors. 

Action Requested 

The Department heartily agrees that there should be exploited 
every opportunity for constructive action to settle the boundary 
issue and improve relations between Peru and Ecuador, and it is 
hoped that the above discussion will induce further comments by 
our Embassies. Arrangements are being made for Maurice M. Bern- 
baum, Director of the Office of South American Affairs, to visit Rio 
de Janeiro on or about May 13 for a discussion of the various phases 
of the problem with Ambassador Briggs. It would be very helpful to 
have comments of the other Embassies on this instruction available 
in Rio de Janeiro at that time. 

The Department considered the possibility of authorizing Am- 
bassador Achilles and Ambassador Ravndal to travel to Rio de 
Janeiro for consultation, but this plan was discarded because of a 
lack of funds and because such a meeting might give rise to 
undesirable speculation about its purpose. 

Mr. Bernbaum will be travelling to Rio de Janeiro with General 
Lemuel C. Shepherd, Chairman, Inter-American Defense Board, who 
will be en route to Buenos Aires. If funds permit, Mr. Bernbaum 
may return to Washington by commercial airlines via Lima and 
Quito, and under such circumstances he will notify the Embassies at 
Lima and Quito in advance of his arrival. 

Dulles 
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488. Memorandum of a Conversation, Department of State, 
Washington, May 7, 1957° 








SUBJECT 


1. Economic and Political Situation in Ecuador. 
2. Ecuadoran Relations With Czechoslovakia. 


PARTICIPANTS 


Ambassador Chiriboga of Ecuador 

Mr. R. R. Rubottom, Acting Assistant Secretary for Inter-American 
Affairs 

Mr. William P. Snow, Deputy Assistant Secretary for Inter-Amer. Affairs 
Mr. M. M. Bernbaum, OSA 

Mr. B. C. Davis, OSA 


Ambassador Chiriboga called at his request and stated that he 
had a matter to discuss which was important because Mr. Bernbaum 
was about to visit Quito and was also extremely important in itself. 
The Ambassador stated that President Ponce had performed miracles 
in improving the economic situation in Ecuador.* He pointed out 
that last October the exchange rate had been 19 sucres to the dollar 
whereas it is now about 17.40. The President had taken various 
measures which were highly commendable but, nevertheless, unpop- 
ular and the success which he had achieved in improving the 
economic and fiscal situation in Ecuador had also exposed him to 
political dangers. He said that the Communists are in a strong 
position in Ecuador today and particularly so because the CFP under 
Guevara Moreno, while claiming to be non-Communist, has actually 
established close relations with the Communists and is striving to 
overthrow the Ponce Government. 

President Ponce is, of course, aware of this situation and of the 
efforts being made by the Czechoslovakian Legation to stimulate 
Communist activity in Ecuador. He has written to Ambassador 





*Source: Department of State, Central Files, 722.00/5-757. Secret. Drafted by 
Davis; initialed by Rubottom, indicating his approval. 

?In despatch 602 from Quito, April 30, the Embassy stated the following about 
Ecuador’s economic situation: “The Ponce Administration has been more successful 
than anyone thought possible in meeting, or deferring, the fiscal problem. This 
success is due partly to improved tax collection procedures, partly to austerity in 
Government expenditures, and partly to the Government's failure or refusal to make 

on its due and past due bills. This program has naturally put a strain 
on the economy of the country and on the Government's popularity, and President 
felt for some time that a program of essential public 
counteract the adverse effects of the austerity program. 
a public works program, outside financial 
is to be done; outside assistance is also 


work 
it offers for some fiscal relief, through the possible 
shifting of certain budget items to the new public works program.” (/bid, 822.10/ 




















Ecuador _ 989 





Chiriboga indicating that he wishes to declare the Czechoslovakian 
representatives persona non grata and close this Legation, but he 
recognizes that in view of the economic relations with Czecho- 
slovakia and the offers of financial assistance received from that 
country such a move would be politically dangerous for him at this 
time. He did not feel able to take such a step unless he could be 
sure of U.S. support. Ecuador has recently sought U.S. aid in various 
ways and particularly in the form of a 3-year PL 480 agreement, 
which request was, however, turned down for reasons which were 
entirely understandable. Financial aid is of the utmost importance 
just now and the President had sent Dr. Chiriboga a list of projects 
in which financial assistance might be granted, possibly through the 
Export-Import Bank. The Ambassador stated that the total list 
amounted to some $16 million but he would suggest particularly the 
items covering a packing house for Guayaquil, agricultural machin- 
ery, silos and irrigation, amounting to $3 or $4 million. The Guaya- 
quil project is particularly important he said, as people are starving 
and this is an area where it is necessary to strengthen the President's 
hand against Guevara Moreno. Aid of the sort requested by the 
President was very essential, particularly if he were to take such a 
politically dangerous step as the elimination of Czech influence. Mr. 
Rubottom replied that he would like to refer to these two problems 
separately. He realized that the step of breaking relations with 
Czechoslovakia was a delicate one and that any such decision must 
be made by the Ecuadoran Government and he hoped strongly that 
it would be made as a matter of principle. He recognized that from 
the point of view of Ecuador's own welfare such financial or 
economic benefits as Czechoslovakia might offer would not be of 
real value to Ecuador. 

Turning to the economic problem, Mr. Rubottom said that 
during the past six months or so he had given more thought to 
Ecuador’s economic and financial situation than to that of any other 
country. This might not be evident from the ways in which we had 
been able to aid Ecuador, but he did feel that the $2 million 
Smathers amendment loan’ was of importance to that country. We 
would be very glad to give the most careful study to this list of 
projects in the hope that there might be some way in which we 
could be of assistance. At this point Mr. Rubottom said he wondered 
whether the Ambassador felt that Ecuadoran relations with the 
Export-Import Bank were good at the present time. The Ambassador 





*Senator George A. Smathers (D-Fla.) offered an amendment to the Mutual 
Security Act of 1955 which authorized an increase in development assistance funds 
for several Latin American countries. For text of the Mutual Security Act of 1955, see 
69 Stat. 283. 
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replied that within the past few days he had had a conversation 
with Mr. Waugh and he felt that relations were very satisfactory. 
Dr. Chiriboga referred to the Jones Construction Company problem 
and said that he had suggested arbitration as the most effective way 
to settle the difference of opinion with respect to the quality of 
highway construction performed by this company in Ecuador.‘ Mr. 
Rubottom expressed pleasure at the Ambassador's statement that 
relations appeared to be good and said that he was sure that the 
only problem had been one of administrative difficulties. He asked 
whether the Ambassador had discussed these new proposals with 
the Bank and as Dr. Chiriboga stated that he had not, it was 
suggested that they be presented in detail as projects for the Bank to 
study. 

Mr. Rubottom asked whether the Department had received any 
word with respect to these new proposals and Mr. Davis replied that 
we had just received a report from Ambassador Ravndal transmitting 
a list which was evidently <imilar to the one Dr. Chiriboga was 
discussing and which had been handed to Ambassador Ravndal by 
the Foreign Minister.” Mr. Davis added that this was merely a list 
without details. At Mr. Rubottom’s suggestion Ambassador Chiribo- 
ga said that he would discuss the proposals directly with the 
Eximbank and if the Bank is willing to consider these projects, he 
will obtain detailed information. Mr. Rubottom stated that he would 
be glad to take a sounding with the Eximbank and let Ambassador 
Chiriboga know of the results. He assured the Ambassador that he 
would be glad to give appropriate support to the projects if they 
turned out to be sound and feasible. Chiriboga expressed his appre- 
ciation and said he was certain the result would be favorable with 
the Department’s support. 

Returning to the matter of breaking relations with Czecho- 
slovakia, the Ambassador said that while there was no question as to 


























Ecuador 991 





what President Ponce would wish to do, it is also clear that with the 





. 
| 
: 





489. Memorandum From the President of the Export-Import 
Bank (Waugh) to the Director of the Office of South 
American Affairs (Bernbaum)' 


Washington, July 30, 1957. 


SUBJECT 
Ecuadoran Relations with the Export-Import Bank 


Thank you for your memorandum of July 27th reporting on 
your conversation with Ambassador Jose R. Chiriboga.’ 

Very frankly, we are not in any way, shape or form attempting 
to apply political pressure on Ecuador. What we are going to insist 
on from here on out is that Ecuador follow the fundamental a, b, c 
rules of good banking practice. 

From the record it is clear that loans to Ecuador have been made 
under pressure from the Ecuadorans and upon promises of perform- 





*Source: Department of State, Central Files, 822.10/7-3057. 
* Not found in Department of State files. 
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ance on their part which have not been kept, and this record goes 
back some fifteen years. 

It is the responsibility of the Eximbank, as I see it, to protect 
the interests of American businessmen working in that area, at least 
to see that they get a square deal. 

The problem before us is not alone the settlement with the 
Jones Construction Company, although according to written evidence 
the project was accepted last fall, as completed in accordance with 
the terms and specifications of the contract, by engineers as well as a 
special Ecuadoran commission. 

The problem of the Bank with this particular highway goes 
back fifteen years, and our engineering staff has always been con- 
cerned with reference to the question of maintenance. In 1949 the 
Bank authorized a credit of $1.5 million for highway maintenance. 
Any settlement with the present contractors would only be tempo- 
rary relief if this road is not adequately maintained; in other words, 
the initial investment of some $15 million in this project is in 
jeopardy. 

Then too, the Bank loaned some $14 million for the construc- 
tion of the water supply systems in Quito and Guayaquil with the 


agreement that sucres from receipts would be deposited in a special 
account, as collected. This has not been done in Quito, al the 





and Guayaquil airports as well as the construction of the airport 
buildings in both places. You know, of course, we have had to call 
in the surety company and are trying to work out those complicated 
problems. 

For numerous reasons, and not limited in any way to the Jones 




















Department this present week you will continue to support the 
decision that has been taken by the Directors of the Export-Import 
Bank. In the final , in my opinion, it will be for the benefit 





Ambassador Chiriboga said it gave him great personal satisfac- 
tion to see Mr. Mann here in Washington. The Ambassador went on 
to say that he would like to exchange impressions with Mr. Mann, 
not as an official but as a friend, on the economic situation of 
Ecuador. He added that he had no instructions from his Government 
in this regard. 

According to Ambassador Chiriboga, the austerity program of 
President Ponce had resulted in a strengthening of the sucre with 
relation to the U.S. dollar. From a low of 20 to the dollar last year 
the sucre had lately regained its normal level of just over 17 to the 
dollar. Ecuador's exports had also been on the increase lately. 

The Ambassador noted that Ecuador had recently received loans 
from the World Bank for highways and electric power development,’ 





‘Source: Department of State, Central Piles, 822.10/11-2557. Confidential. Draft- 
ed by Perry; initialed by Mann, indicating his approval. 

The World Bank loaned Ecuador $14.5 million for construction of 4 roads and 
for a 4-year road maintenance program, and $5 million to help finance the expansion 
(Continued) 




















. 
| 
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rized credits totaling $38,746,900 for Ecuador, and outstanding loans 
now amount to $25,400,000). He explained that some credits such as 


assistance directly to Ecuador on good terms. Venezuela would lend 
$15 million to Ecuador. Mr. Mann asked what projects the Venezue- 
lan loan would finance, and the Ambassador replied it would be 


dor had recently obtained a loan from a London Bank amounting to 
about $8 million, at 8 per cent interest, for 20 years. However, this 
would not be sufficient to cover the construction of a new hotel 
needed in Quito. 

The Ambassador pointed out that the above loans were long- 
term and would not affect Ecuador's balance of payments. 

Although he had no instructions from President Ponce, the 
Ambassador said, he would like to inquire as to the possibility of 
Ecuador’s obtaining some assistance from the Development Loan 





(Continued) 
of facilities to supply electric power to Quito. For further information on these loans, 
see International Bank for Reconstruction and Development Thirteenth Annual Report, 1957-1958, p. 
40. 











Ecuador 995 


Fund.* The Ambassador felt that the tourist trade should be devel- 
oped in Ecuador through construction of hotels and similar projects, 





nothing concrete had resulted. Mr. Mann inquired whether private 
capital was available in Ecuador at present for such purposes. 
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United States as a result of recent technological developments in the 
Soviet Union would of necessity limit our ability to help our friends 
as much as we might wish to. 








491. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Rubottom) to the Assistant 
Secretary of State for Economic Affairs (Mann)' 


Washington, December 13, 1957. 


SUBJECT 
Ecuadoran Request for Assistance Under Development Loan Fund. 


As you know, the Government of Ecuador has recently request- 
ed assistance under the Development Loan Fund on certain construc- 
tion projects in preparation for the XI Inter-American Conference to 
be held at Quito in 1959 or 1960. I refer to Memoranda of Conver- 
sation dated November 25,’ December 4, 6, and 10, copies of which 
are attached.’ You will recall that Ambassador Chiriboga first 
broached the subject, without instructions from his Government, in 
his conversation with you on November 25. The Ambassador in- 
formed Mr. Bernbaum on December 4 that the Minister of Economy, 
J. Federico Intriago A., was en route to Washington with official 
instructions to make such a request. At a luncheon given in his 
honor by the Ambassador on December 6, the Minister told Mr. 
Bernbaum that Ecuador wished to obtain under the Fund a loan of 
about $3.5 million, broken down approximately as follows: $2 mil- 
lion for construction of a 250-300 room hotel, $1 million for con- 
struction of a Legislative Palace and $.4 or .5 million for expansion 
of radio transmission facilities, purchase of translation equipment, 
etc., and salaries of foreign technicians. The Ambassador stated that 
he was requesting more detailed data and specific figures from his 
Government. The Ecuadoran Government would take special meas- 
ures to provide the sucre equivalent of some $3 million for local 


currency expenses. 





"Source: Department of State, Central Piles, 622.10/12-1357. Confidential. Ini- 
tialed by Rubottom, indicating his approval. 
Supra 


* Not attached to the source text and not printed. (Department of State, Central 
Piles, 822.10/12-457, 822.10/12-657, and 622.10/12-1057, respectively) 
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Ambassador Chiriboga and Minister Intriago explained that Ec- 
uador had been negotiating to obtain from the Shaw Bank of 
London a loan of $7 million at 9-% percent interest for a term of 12 
years. However, the promoters of the loan (a group of Italians we 
understood from the IBRD) were demanding excessive conditions, 
and the IBRD had advised Ecuador of its concern that this might 
strain her credit position to the point where the Bank would be 
reluctant to grant a loan now being studied for the Guayaquil new 
port project. The Bank had suggested instead that Ecuador might 
obtain assistance from the United States Government. Also, there 
has been an informal suggestion at the Staff level of the IBRD that 
it would welcome the participation of the Development Loan Fund 
in the Guayaquil port project, the IBRD to loan some $11 million 
and the Fund an additional $4 or $5 million. 

In requesting assistance under the Fund, Ambassador Chiriboga 
stressed that the proposed new hotei would promote development of 
tourism which would in turn benefit the overall economy of Ecua- 
dor. The Ambassador also made the point that it had been said 
when the Fund was established that it might be used not only for 
economic development but for social projects. 

With respect to the Ecuadoran request for assistance from the 
Fund on the Conference preparations, we recommend that the Fund 
consider granting a loan of approximately $2 million to cover foreign 
currency requirements for the construction of a hotel at Quito. We 
would also recommend that favorable consideration be given to the 
tentative suggestion of the IBRD staff that the Fund participate with 
the Bank in assisting in the Guayaquil port project. We would, 
therefore, appreciate it if you would, upon receipt of formal applica- 
tions from Ecuador, be prepared to recommend that Mr. Dillon 
support the above projects. 
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UNITED STATES RELATIONS WITH PARAGUAY’ 


492. Memorandum of a Conversation, Department of State, 
Washington, May 26, 1955” 


SUBJECT 
Paraguay—Uruguay-Bolivia Relations 
PARTICIPANTS 


Paraguayan Ambassador Enciso-Velloso 

Paraguayan First Secretary da Silva 

Assistant Secretary Holland 

OSA—L.D. Watrous 

Ambassador Enciso called on Mr. Holland and told the latter 
that he had been instructed by his Government to inform the 
Department of Paraguay’s desire for closer economic and cultural 
relations among Paraguay, Uruguay, and Bolivia. He said he thought 
the Department might already have heard of a move in this direc- 
tion, and was told that this was the case.” The Ambassador then 
asked Mr. Holland what he thought of the idea. Mr. Holland replied 
that, naturally, we welcomed greater closeness in the “family.” 

(Comment: From either unwillingness or ignorance, Enciso did not 
go into any details of the proposed entente. Nor did he mention its 
possible political implication.) 

The Ambassador philosophized a bit concerning Paraguay’s geo- 
graphical position and the freedom of the Paraguayan Government 





‘For previous documentation, see Foreign Relations, 1952-1954, volume Iv, pp. 1467 
ff. 

* Source: Department of State, Central Files, 720.00/5-2655. Secret. Drafted by 
Watrous, Officer in Charge of River Plate Affairs. 

* Earlier that day, the Department had received, via air pouch, despatch 295 from 
Asuncion, dated March 25, in which Ambassador Ageton reported that the Paraguay- 
an Foreign Minister, Hipolito Sanchez Quell, was engaged in secret negotiations with 
Bolivian and Uruguayan diplomatic representatives over closer economic ties. Ageton 
suggested that the negotiations might, “precipitate a serious shake-up in the Para- 
guayan Government, since the leftist and pro-Argentine wing of the Colorado Party, 
particularly Epifanio Mendez Fleitas and Tomas Romero Pereira, may regard this 
action as anti-Argentine and use it as a pretext for forcing a change in the Cabinet, 
particularly the dropping of present Foreign Minister Sanchez, who has no strong 
following, either political or military.” (/bid., 734.00/3-2555) 
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from pressures tending to draw it into the orbits of its larger 
neighbors. 

(Comment: The realities of Paraguayan geography are evident 
enough. It is not so clear why Enciso felt he had to deny the 
existence in Paraguay of pro-Argentine and pro-Brazilian factions— 
unless it was in recognitic of the fact that he is known to belong to 
the former.) 

Ambassador Enciso expressed his gratitude for the waterworks 
loan,* after which he and Mr. Holland exchanged generalized re- 
marks on the Inter-American system and 20th century capitalism. 





* On September 2, 1954, the Export-Import Bank approved a credit of up to $7.2 
million to assist Paraguay in financing the purchase of U.S. services and equipment 
necessary for the installation of a central water supply system in Asuncién. See 
Export-Import Bank of Washington, Nineteenth Semiannual Report to Congress for the Period 
July-December 1954 (Washington, 1955), pp. 13-14. 





493. Editorial Note 


Negotiations between the United States and Paraguay regarding 
the extension of military mission agreements were begun in late 
1953 and continued intermittently through 1954 and 1955. An agree- 
ment extending and amending the Army Mission agreement of 
December 10, 1943 (57 Stat. 1184), as extended, was effected by an 
exchange of notes at Asuncién on July 22, 1955, and entered into 
force on the same date. An agreement extending and amending the 
Air Force Mission agreement of October 27, 1943 (57 Stat. 1100), as 
extended, was also effected by an exchange of notes at Asuncién on 
July 22, 1955, and entered into force on the same date. Documenta- 
tion on the negotiations is in Department of State, Central File 
734.58. 
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494. Despatch From the Chargé in Paraguay (Wardlaw) to the 
Department of State’ 








No. 84 Asuncion, September 1, 1955. 


SUBJECT 
The Stroessner Administration: An Estimate of its Stability 


President Stroessner ended his first year in office on August 15 
apparently in at least as strong a position as he had enjoyed at any 
time since coming to power. He has preponderant backing from the 
military, which has benefitted from substantial pay raises, promo- 
tions, and Stroessner’s interest in advancing its professional status, 
evinced most spectacularly in the acquisition for the Armed Forces 
of numerous planes. He has also the formal, and in instances, the 
enthusiastic, backing of the Colorado Party, with which he has been 
at pains publicly to identify himself, and to most of whose objec- 
tives in the political sphere he has been amenable. The Administra- 
tion’s success in negotiating economic agreements with Bolivia and 
Uruguay, in obtaining Brazilian cooperation in the building of roads, 
and in procuring foreign financing for important public works proj- 
ects (Asuncién waterworks, airport reconstruction, road-building, 
improvement of riverine transport) have been definite assets to its 
public relations position and should become more so as these proj- 
ects are implemented. 

A substantial part, perhaps a majority, of the Paraguayan people 
are, to be sure, opposed to, or discontented with the Stroessner 
administration: the opposition Liberal and Febrerista political parties, 
excluded from participation in the country’s political life; Catholic 
elements, aroused principally because of the Administration’s sub- 
servience to Peron in the Argentine state—church controversy; busi- 
ness, commercial and agricultural interests, resentful of the 
Government's restrictive and politically motivated economic policies; 
and labor, restive over food scarcities and the high cost of living. 
These groups, however, appear to have neither the capability nor the 
disposition to contest seriously the Administration’s tenure. Nor has 
the small Communist Party been able to capitalize significantly on 
current dissatisfactions. 

Despite the apparent present security of the Stroessner Adminis- 
tration there exists a serious potential threat to its stability in the 
basic rivalry and tensions between its military and civilian compo- 
nents and in the conflict between the current ruling element and the 
dissident factions of the Colorado Party. In both these areas of 





* Source: Department of State, Central Files, 734.00/9-155. Confidential. 
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dissension, Epifanio Mendez Fleitas—President of the Central Bank, 
a leading figure in the Colorado Party Junta, and an ardent Argenti- 
nophile—is a principal focus of controversy. On his intentions and 
actions political developments in the immediate future may largely 
depend. 

The rivalry between the Colorado Party and the professional 
military is principally over the exercise of political power. The 
Colorado Party seeks to eliminate or neutralize the military as an 
independent political force, to subordinate it to the Party’s will, and 
to decrease the participation of military men in the Administration. 
Various military leaders have revealed a similarly aggressive intent 
vis-a-vis the civilian Colorados, feeling that the armed forces, as the 
major factor in Stroessner’s advent to power, should have greater 
representation in the Government. By and large, however, the mili- 
tary has been on the defensive, its aims being to preserve its 
professional status and its present political prerogatives. 





Paralleling the cenflict between military and civilian elements is 
a multi-lateral rival:y bet~cen various elements of the Colorado 
Party: the currently dominant group of “Democrats” responsive 
mainly to Epifanio Méndez Fleitas and Minister of Interior Tomas 
Romero Pereira; the Chavista “Democrats,” followers of ex-President 
Federico Chaves, overthrown in early 1954; the Guién Rojo (Red 
Hyphen), followers of ex-President Natalicio Gonzales; and the 
“Unionistas,” of whom Dr. Felipe Benigno Molas Lépez and Eulogio 
Estigarribia are the principal leaders. Basically these groups differ 
little in principles and program and are mainly representative of the 
personal ambitions of individual politicos. In general, however, the 
Guién Rojo has a larger proportion of professional men than the 
other Colorado groups, and appears to be more conservative. 

Méndez Fleitas and Romero Pereira, working in close coopera- 
tion, have dominated the Colorado Party Junta throughout the 
Stroessner Administration, and Méndez, in particular, the stronger of 
the two, has steadily increased his control, at the expense of the 
Party’s dissident elements. The virtual exclusion of these elements 
from participation in Party or governmental affairs led to several 
abortive plots during Stroessner’s first year in office, aimed princi- 
pally at Méndez, although the position of President Stroessner 
probably also was at stake. The Government and the Colorado Party 
Junta responded to these conspiracies with effective political repri- 
sals, and Méndez became even more intransigent in his refusal to 
cooperate with opposition Colorado groups. 
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In recent months Méndez, reversing his political strategy, has 
shown a conciliatory attitude toward dissident groups. He appears 
now to be seeking an alliance with the Guiones, in particular, and 
with some Chavista and Unionist elements. Méndez’ current promo- 
tion of party unity may be an effort to compensate for recent 
political changes in Argentina, which have weakened or threatened 
to weaken Argentina as a source of support for his political posi- 
tion.* His changed attitude may also reflect increased appreciation of 
the danger with which he might be confronted by the military and 
which party unity might serve to minimize. Whether Méndez will 
succeed in attracting the support of other Colorado Party groups is 
questionable. In any case, the conversations which have been going 
on for some time with regard to party unification have resulted for 
the time being in a diminution of intra-party tensions. 

The position of President Stroessner is affected significantly by 
the dissension among his supporters. The rivalry between the mili- 
tary and the Colorado Party in particular has been of serious concern 
to him. On the one hand, he needs military support to remain in 
office. On the other hand, he has felt that civilian support is 
necessary for the formulation and the implementation of a construc- 
tive governmental program, without which his tenure, sooner or 
later, also might be jeopardized. An additional motive for collabora- 
tion with civilian elements, and in particular with Central Bank 
President Méndez Fleitas, is the opportunity for easy financial gain 
which such collaboration reportedly has provided him. Accordingly, 
Stroessner has sought to follow a policy of compromise which, while 
not fully pleasing to either element, would stop short of bringing 
dissatisfaction in either case to a critical point. At the same time, he 
has sought to safeguard his position by isolating the high profes- 
sional army officers who have been most resentful of his collabora- 
tion with the Colorados, and particularly with Méndez Fleitas. This 
effort is particularly obvious in his careful personal cultivation of 
officers of junior grades. 

Intra-Colorado Party rivalries have had less impact on the 
stability of Stroessner’s position, but the President appears neverthe- 
less to have taken an interest in the party’s internal policy. In 
general he appears to favor a closing of Colorado Party ranks, 
presumably on the theory that a broadening of the Colorado Party 
Junta’s political base would make available to the Government 
additional political and administrative talent as well as reduce the 


possibility of conspiracies organized by dissatisfied elements. 


? Méndez’ reversal of political strategy occurred shortly after the June 16 revolt in 
Buenos Aires and a later “personal visit” to Perén in Buenos Aires. [Footnote in the 
source text.] 
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As to future political developments, the outlook appears to be 
one of continued stability of the Stroessner regime as long as the 
present balance between the military and Colorado Party is main- 
tained. Trouble is most likely to develop should Méndez become 
impatient of his present position and make a bid to increase his 
power. There is no indication that Méndez contemplates such a 
move. 








Andrew B. Wardlaw 





495. Instruction From the Acting Secretary of State to the 
Embassy in Paraguay’ 


A-29 Washington, October 11, 1955. 
SUBJECT 


Interest of Paraguayan Government in Bilateral Military Assistance 
Agreement with the United States 


In its despatch No. 204 of January 21, 1955,’ the Embassy 
reported conversations that had been held with the Under Secretary 
for Foreign Affairs’ at his request on a possible bilateral military 
assistance agreement‘ between the United States and Paraguay. The 
interest of the Paraguayan Government in a military assistance 
agreement was brought to the attention of the Department of 
Defense which, for the Embassy's information, has now informed 
the Department that “there is no foreseeable military requirement 
for an engineer battalion or other type military units from Paraguay 
for participation in hemisphere defense tasks”.° 

The Embassy in its discretion may wish to tell the appropriate 
Paraguayan officials that Paraguay’s interest in participating in the 
grant Military Assistance Program has been given very careful con- 
sideration by the Department and the Department of Defense, and 
that while we appreciate the utility to Paraguay of an engineer 





"Source: Department of State, Central Files, 734.5-MSP/1-2155. Secret. Drafted 


military 
partment of State, Central Files, 734.5-MSP/11-455) 
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battalion, we regret that it is not possible to accede to Paraguay’s 
request. Under the General Military Plan of the Inter-American 
Defense Board,® the United States has assumed primary responsibili- 
ty for the defense of the Caribbean—Panama-Galapagos sector, and 
our grant Military Assistance Program is designed to develop units 
to be used, if necessary, outside their national territories to assist in 
the defense of this sector. Current United States plans for the 
defense of this sector do not contemplate the commitment of a unit, 
or units, from Paraguay. Paraguay would, however, have a responsi- 
bility under the General Military Plan for participating in the 
defense of the South Atlantic sector. A further reason for not 
meeting the Paraguayan request is that because of higher priority of 
requirements in other areas of the world, the United States does not 
have funds available for a grant Military Assistance Program in 
Paraguay. 

The Paraguayan Government continues, of course, to be eligible 
for reimbursable assistance, as the Embassy notes in its despatch, 
and the U.S. will continue to render appropriate assistance with 
respect to requests from the Paraguayan Government to purchase 
military equipment from the Department of Defense. 

Murphy 





* For information on the plan, see the editorial note, Forrign Relations, 1951, vol. 0, 
p. 1028. 
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496. Memorandum of a Conversation, Department of State, 
Washington, November 18, 1955' 





SUBJECT 


(1) Paraguayan Purchase of 20 AT.6/G planes 

(2) UN Membership 

(3) Paraguayan Desire for Grant Aid 
PARTICIPANTS 


Ambassador Enciso-Velloso of Paraguay 


Mr. Cecil B. Lyon, Deputy Assistant Secretary 

Mr. Persio da Silva, First Secretary, Embassy of Paraguay 
Commander Lopez Escobar, Naval Attaché, Embassy of Paraguay 
Mr. Robert M. Sayre, AR 

Mr. John K. Havemeyer, OSA 


The Ambassador said that he had sent the Department a note 
on November 15, No. DE/35/55,’ and presented Mr. Lyon with a 
copy. The Ambassador stated that his government wished to pur- 
chase 20 AT.6/G planes from surplus, including 10 replacement 
motors and other parts for maintenance for three years. The Ambas- 
sador said that this was to be a direct purchase and not on a three- 
year credit. 

Mr. Lyon replied that the Department would look sympatheti- 
cally upon the request and would take as quick action as possibie.’ 

Ambassador Enciso then asked for clarification of the US posi- 
tion with respect to new memberships in the United Nations. Mr. 
Lyon gave the Ambassador the information provided in the Depart- 
ment’s Circular Telegrams No. 322 of November 13‘ and Unnum- 
bered Circular Telegram of November 15—(sent 7:57 p.m.).’ The 
Ambassador replied that the Paraguayan Delegation in the UN in 
New York looked to the US Delegation for guidance in maintaining 
the Paraguayan position identical to that of the US. 

Ambassador Enciso then pointed out Paraguay’s desire for grant 
aid similar to that now being received by Bolivia. Mr. Lyon ex- 





"Source: Department of State, Central Files, 734.56/11-1855. Limited Official 


2 The Paraguayan Embassy's note requested information regarding the possibility 
of obtaining airplanes and spare parts. (/bid, 734.56/11-1555) 

> The Department of Defense responded affirmatively to the Paraguayan request 
for purchase of the planes, but the Government of Paraguay decided not to purchase 
them at that time. Information relating to the purchase request is ibid. 734.5—MSP. 

*Circular telegram 322 contained the verbatim text of the speech on UN. 
membership, which the US. Representative at the United Nations, Henry Cabot 
Lodge, Jr., delivered before the General Assembly on September 22, 1955. (/hid., 310.2/ 
11-1355) 

* Reference is to circular telegram 327, which reported U.S. opposition to the 
admission of Outer Mongolia. (/pid, 310.2/11-1555) 
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plained that the circumstances in Paraguay fortunately were not the 
same as they are in Bolivia, and that the political situation in Bolivia 
had improved because of the US grant aid. The Ambassador then 
said he thought Bolivia would be building up its military as a result 
of US assistance in Bolivia. Mr. Lyon replied that with Brazil and 
Argentina on the other two borders with Paraguay he did not see 
any danger to Paraguay. Furthermore, the aid to Bolivia was not of a 
military character and should not create any fear in Paraguay from 











497. Memorandum of a Conversation Between President 
Stroessner and the Firs: Secretary of the Embassy in 
Paraguay (Wardlaw’, Asuncién, November 28, 1955' 


During the graduation of the Cadets of the Liceo Militar on 
November 27, President S:roessner called me over to sit next to him 
on the stand. He opened the conversation by saying that he regret- 
ted very much that Assistant Secretary Holland had not been able to 
come to Paraguay to see at first hand the conditions in the country.’ 
He said that each country has its special problems which must be 
seen to be understood, and he added that Paraguay has been 
systematically misrepresented abroad recently. I said that I was sure 
that Mr. Holland regretted that he could not visit Paraguay at this 
time but that he intended to come here on a later trip. The President 
mentioned Mr. Holland’s presence in Bolivia, and I observed that 
because of the very delicate internal situation in that country our 
Government had found it necessary to give special assistance to the 
Bolivian Government. He remarked that relations between Bolivia 
and Paraguay were excellent. 





* Source: Department of State, Central Files, 734.00/11-2855. Confidential. Draft- 
2 Sent to the Department in despatch 185 from Asuncién, November 

28. (Ind) 

* Holland visited five Latin American countries (Colombia, Peru, Bolivia, Chile, 
and Argentina) between November 17 and December 4, 1955. He originally contem- 
plated visiting all the South American countries at that time and asked the foreign 
offices of all for their reactions to the proposal. Paraguayan reaction was very 
favorable Holland was unable to visit the others, and although he scheduled a tour of 
the remainder for January 29February 12, 1956, the trip had to be postponed 
Documentation pertaining to this subject is iid, 110.5-HO 











Paraguay _ 1007 


The President then expressed regret that the trip to Ingavi’ had 
fallen through. He asserted that actually there are no political 
prisoners in camps or prisons in the Chaco or other outlying areas 
except seven or eight Communists in Bahia Negra. | said that I had 
to the Chaco, I suggested as my personal opinion that the best way 
to arrange for an inspection of the area would be for the Paraguayan 
Embassies in Buenos Aires and elsewhere to approach press repre- 
sentatives directly and to keep the matter strictly between the 
Paraguayan Government and the press. 

Although the President did not comment on my suggestion he 
launched into criticism of the foreign press, particularly for its 
publication of charges that the Paraguayan Government's invitation 
to foreign Ambassadors to visit these camps constituted promotion 
by the Colorado Government of foreign intervention in the internal 
affairs of Paraguay. He said that these charges were instigated by 
Liberal and Communist exiles and pointed out that the Liberals, 
while criticizing this invitation as the promotion of foreign interven- 
tion in the internal affairs of the country, had supported the 
revolution of 1947* which was under Communist leadership, and he 
asked what more a party could do to promote foreign intervention 
than to assist Communists in their efforts to gain power. The 
President said that his Government was not seeking to promote 
intervention, but merely to see that correct information about condi- 
tions in Paraguay was sent abroad. 

The President repeated several times his concern about the bad 
name his Government was receiving abroad through the activities of 
the Liberal exiles. The President said that he was not concerned 
about the Government's security, for internally the Government was 





the institutions of government. He repeated that his Government 
was not a dictatorship and declared that he wanted to see an 





* On November 18, Paraguayan Foreign Minister Sanchez called in representatives 
the Governments of the United States, Uruguay, Paraguay, and Brazil and ex- 
at the foreign press attitude toward Paraguay, particularly the 
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opposition in the country, but it would have to be a responsible 
opposition. I said that probably the best course of the Government 
in the face of this criticism would be to carry forward its program of 
positive reforms. 

Shifting to Argentina, he said that Paraguay was not now and 
never had been a satellite of Argentina or any other country. He 
repeated this thought several times. He saii that the Government of 
Paraguay had maintained good relations with the Government of 
Argentina under Peron and that he saw no reason why such rela- 
tions should not be continued under the present Government. He 
said that while General Lonardi was in power, the Argentine Gov- 
ernment had sent a civilian and a military agent to discuss with him 
relations between the two countries and that they had held very 
satisfactory conversations. While he said several times that he saw 
no obstacle in the way of good relations with the present Argentine 
Government, in the course of this conversation he showed serious 
concern that the new Argentine Government might not be favorably 
inclined towards the Government of Paraguay. He mentioned the 
rumor that the Argentine Government would supply the Liberals 
with arms to overthrow his Government, but asserted that the 
Government of Argentina had too many internal problems to be- 
come involved in such matters. 








498. Telegram From the First Secretary of the Embassy in 
Paraguay (Wardlaw) to the Department of State’ 


Asuncion, February 9, 1956—4 p.m. 


165. Reference Embassy despatch 284, January 27;* Embtel 162, 
February 8.’ IMF mission before departure February 8 presented 





* Source: Department of State, Central Piles, 411.3441/2-956. Confidential; Limit- 
ed Distribution. 

* Despatch 284 from Asuncién, January 27, reported that if the proposed IMF 
recommendation on exchange control revisions were accepted by the Paraguayan 
Government, it would “make it rough going for at least several months and it remains 
to be seen whether the government has the courage to take such a forward step.” 
(Mid, 411.3441/1-2756) 

> Telegram 162 from Asuncién reported that the Embassy discounted the rumors 
that Gustavo F. Storm, President of the Central Bank, was to be replaced. (/id, 
834 14/2-856) 








approved by Councils of State and Economic Coordination. Storm 
advises recommended program will be announced February 28 and 
made effective March 1.‘ Full mission report not yet available and 


preliminary recommendations to Bank which were subsequently 
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He would be grateful if the President could read this at his conve- 
nience. He was also submitting a copy to Assistant Secretary Hol- 
land, who was very familiar with Paraguayan problems. 

He said that his country was now seeking the conquests of 
peace; it had fought two terrible wars, one lasting five years against 
Argentina and Uruguay‘ and the Chaco War of 1931-1935. He said 
that in the Peace Treaty which put an end to the Chaco War, it had 
been indicated that Bolivia and Paraguay would be treated on a basis 
of parity. He added smilingly that now being a good mighbor of 
Bolivia they had some idea of the aid Bolivia was receiving. Presi- 
dent Eisenhower then mentioned that Bolivia had several acute 
probiems. President Stroessner acknowledged this but said he would 
still like to see parity in assistance, as Ferguay had several special 
problems also. She was an entirely land-locked country without 
access to the sea or coastline. In reply to a question by the President, 
he said that his country had a river port on the River Paraguay but 
this was not the same as a seaport and that the lack of a merchant 
marine was a great handicap to Paraguay. 

President Stroessner said that he hoped there would not be a 
Third World War, but if there were, Paraguay would do her share 
anywhere in the world, contributing as always her men and spirit. 
Paraguay, said President Stroessner, has two great resources—the 
Paraguayans and the iand. He wished to add one more word and 
that was to assure the President that Paraguay was one-hundred per 
cent anti-communist and would continue to be so. He said that in 
respect of parity with Bolivia, he wished the President to know that 
he was speaking as a younger brother to an older one. 

Finally, President Stroessner said he wished to express his 
thanks for the technical assistance program with which Mr. Holland 
was very familiar. This assistance had been of great help in the 
fields of health, education and agriculturé. He likewise wished to 
express his gratitude for the splendid work done by the U.S. Army 
and Air Force missions in Paraguay. 

The President said he was grateful to President Stroessner for 
this expression, and the two Presidents then went to the door of the 
Embassy Residence where pictures were taken, following which 
President Stroessner took leave of the President and departed. 








economic independence, and described the Paraguayan economic development pro- 
gram. (Eisenhower Library, Whitman File, International File) 

* Reference is to the War of the Triple Alliance of 1865-1870 between Paraguay 
and the allied states of Brazil, Argentina, and Uruguay. 
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501. Editorial Note 


On March 22, 1957, President Eisenhower requested the United 
States Tariff Commission to make an investigation of the effects of 
imports of tung oil on the domestic price-support program for tung 
nuts and tung oil. For text of the President's letter to the Chairman 
of the Tariff Commission, see Department of State Bulletin, April 8, 
1957, page 585. The investigation was to be made pursuant to 
section 22 of the Agricultural Adjustment Act, which authorized 
limitations on imports when imports were interfering with or threat- 
ened to interfere with domestic price-support or marketing programs. 
For text of the Act, see 48 Stat. 31 or 7 U.S.C. 624. Paraguay and 
Argentina were major exporters ot the crop. Informal discussions 
ensued between representatives of the Department of State and the 
Governments of Paraguay and of Argentina over the possibility of a 
voluntary agreement. Documentation concerning this subject is in 
Department of State, Central File 411.000. 





502. Telegram From the Secretary of State to the Embassy in 
Bolivia’ 


Washington, August 8, 1957—7:24 p.m. 


79. For Rubottom’ from Snow. Tung oil proposal’ passed Para- 
guayan Embassy today. Paraguay refused it stating political reasons 
prohibited voluntary undertaking this nature by GOP. Suggested 
counter proposal which might be acceptable GOP. This would 
permit entry this crop year ending October 30 of approximately 8 
million pounds Paraguayan oil and acceptance 25 million pound 
annual quota provided Paraguayan share 33%. On both counts this 
out of question. Paraguayan historical share U.S. imports period 
October 1, 1951 to September 30, 1956 slightly more [than] 11%. 





‘Source: Department of State, Central Files, 411.006/8-857. Official Use Only; 


Priority. Drafted by Vaky and initialed by Snow. Repeated to Buenos Aires and 
Asunaon 

*Rubottom was en route to the Economic Conference of the Organization of 
American States, held August 14-September 4, in Buenos Aires. 

* The U.S. Tariff Commission was proposing a three-cents-per-pound import fee, 
rather than a quota system, for tung oil. (Department of State, Central Files, 411.006/ 
6~-1157) 
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U.S. proposal would have divided 25 million pounds 22.325 million 
Argentina and 2.675 million Paraguay. This division based on rela- 
tive percentages 1954 voluntary agreements. 

Paraguayan refusal makes voluntary agreement impossible and 
unilateral action inevitable. Discussed situation with Hauge and we 
believe worthwhile for you discuss this GOP effort obtain accept- 
ance U.S. proposal. Please advise for Hauge’s information if you 
willing undertake this in Asuncion.‘ 





Dulles 





* Despatch 85 from La Paz, August 9, reported that Rubottom would discuss the 
tung oil problem when he visited Asuncion. 





503. Telegram From the Counselor of the Embassy in 
Paraguay (Hilton) to the Department of State’ 


Asuncion, August 11, 1957—11 p.m. 


53. Department for Snow from Rubottom; Rio de Janeiro for 
Doctor Gabriel Hauge care of Secretary Anderson’ from Rubottom. 
Plumbed depth tung oil problem with Foreign Minister and Deputy 
Foreign Minister in presence four other cabinet ministers and leading 
exporter who is American. They recognize US problem but insist 
grave political consequences would result if GOP assumed onus for 
reduced exports before own people. 

To be acceptable GOP would expect plan to contain separate 
Paraguayan quota. Their strong feelings about being included in 
global quota with Argentina understandable even if unrealistic. Be- 
lieve GOP’s point valid that suggested export figures should have 
been calculated on last two years shipments instead of five since 
contraband to Argentina largely stopped two years ago. 

If unilateral action our part can be further delayed until I can 
consult with Hauge Buenos Aires it is conceivable some agreement 
with Paraguay still could be reached. On basis 25,000,000 pounds 





‘Source: Department of State, Central Files, 411.006/8—-1157. Confidential; Niact. 
Repeated to Rio de Janeiro. 

* Hauge and Secretary of the Treasury Anderson stopped in Rio de Janeiro en 
route to the Buenos Aires Economic Conference. 
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annual imports GOP would insist on 15% to 20% as Paraguay’s 


separate quota. 
Hilton 





504. Despatch From the Chargé in Paraguay (Carter) to the 
Department of State’ 


No. 54 Asuncion, August 20, 1957. 


SUBJECT 
Visit of Assistant Secretary Rubottom to Asuncion 


Assistant Secretary Roy R. Rubottom, Jr., visited Asuncion 
August 10-12  n the invitation of the Paraguayan Government, 
stopping here en route to the economic conference in Buenos Aires. 
During his visit, the Assistant Secretary, who lived in Asuncion 
twelve years ago as Naval Attaché assigned to the American Embas- 
sy, was accorded honors reserved for the most distinguished visitors 
who come to this capital. He received an especially warm welcome 
from his old friends, among whom are scores of the principal 
officials of the Government and leading members of the business 
community. 

Mr. Rubottom arrived by air Saturday, August 10, at 2:55 pm 
and departed Monday, August 12 at 6:30 am by air for Montevideo. 
Despite a crowded schedule, the Assistant Secretary had the oppor- 
tunity for lengthy discussions on important Paraguayan-U.S. topics 
with the President and the Foreign Minister, and in addition held 
conversations with many other Ministers and officials of the Gov- 
ernment. He also talked with influential American and Paraguayan 
businessmen. 

During a one-hour private conversation with the President, he 
heard General Stroessner lay emphasis on the friendly sentiment felt 
by the Paraguayan Government and people for the United States, 
with assurances from the General of his own desire to see that this 
friendship was strengthened even further in the future. The Presi- 
dent then brought up several items concerning which he said Para- 
guay needed assistance in the shape of loans from the U.S. or 
support from the U.S. for the loans. Among these matters were the 
completion of the construction of the Trans-Chaco Road to the 





* Source: Department of State, Central Files, 110.15-RU/3-2057. Confidential. 
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Bolivian border; the completion and asphalting of the highway from 
Coronel Oviedo to Puerto Presidente Stroessner on the Alta Parana; 
the acquisition of 600 tractors to be used in agricultural development 
and assorted other items for this purpose. In addition, he mentioned 
the need for new PL 480 financial assistance involving 10 million 
dollars in a triangular deal with a European country to enable the 
Paraguayan Government to finance part of the construction of the 
proposed Trans-Chaco oil pipeline and petroleum refinery. 

The Assistant Secretary assured the President of the warm 
friendliness of the United States toward Paraguay and recalled to the 
President that he, twelve years before becoming Assistant Secretary, 
had lived in Asuncién as Naval Attaché here and that one of his 
children was born in Asuncién. While stating that he had a particu- 
larly sympathetic interest in Paraguay’s problems, the Assistant 
Secretary gave the President no encouragement regarding additional 
loans at this time. 

Before ending the cordial interview, the President stressed his 
personal conviction that the present Argentine Government is op- 
posed to him personally and to his policies. He was emphatic in 
voicing his suspicions of officials of the Buenos Aires Government. 
(See Embdespatch 16, July 12)’ 

Mr. Rubottom shortly afterward had a two-hour conversation 
with the Foreign Minister, Dr. Raal Sapena Pastor. The Foreign 
Minister brought up the same economic subjects as had the Presi- 
dent, but went into them in somewhat more detail. At the conclu- 
sion of the talk, the Foreign Minister handed a memorandum on 
these matters to Mr. Rubottom (translation attached’). It will be 
noted that the total amount desired is more than $23 million. 

The memorandum requests the U.S. to arrange $10 million for 
the financing of an oil pipeline to be constructed from the Bolivian 
border to Asuncién and a simple refinery to be built near Asuncién 
by means of performing a “triangular” operation with foreign cur- 
rency counterpart funds derived from the sale of U.S. surplus 
agricultural products in one or more foreign countries other than 
Paraguay. While no particular country was indicated, presumably the 
Paraguayan Government had France in mind, since the contract for 
construction of the pipeline and refinery facilities has just been 








? Despatch 16 from Asuncién enclosed a memorandum of a conversation between 
Carter, Stroessner, and Paraguayan Foreign Minister Sapena Pastor, in which Stroess- 
ner discussed what he considered to be a campaign by the Argentine Government to 
discredit him and force him to leave office in order to make Paraguay subservient to 
the wishes of Argentina. (/bid., 634.35/7-1257) 

> Not printed. 
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awarded to a French firm (see Embdespatch 43, August 5).‘ It also 
asks the U.S. Government to promote the construction and operation 
in Paraguay of an aircraft maintenance base for the overhauling of 
engines and instruments, without giving an estimate of the cost. 
Beyond these two items, the U.S. is urged to support Paraguayan 
applications to the Export-Import Bank for $7 million for road 
construction; to the International Bank for Reconstruction and De- 
velopment of $5 million for grain storage facilities, sugar refining 
equipment, agricultural tractors and implements and maintenance 
shops for them; and to the International Finance Corporation for $1 
million to recondition a Portland cement plant, and for constructing 
plants to can fruits and vegetables, pasteurize milk, produce starch 
from mandioca root, and process wood to produce plywood and pulp 
for papermaking. 

The Foreign Minister prefaced his remarks with an exposition of 
Paraguay’s long isolation and the need for the nation to take every 
means within its power to get in step with the economic progress 
that is stirring other countries of the hemisphere. 

He referred to what he called the “four-power agreement” to 
help the rehabilitation and development of both Bolivia and Para- 
guay following the Chaco War. He complained that there was a 
great disparity in the amount of funds made available to Bolivia and 
to Paraguay by the U.S. The Assistant Secretary pointed out at some 
length the difference of the situation in the two countries. In Bolivia, 
he stated, the U.S. was engaged in an effort to prevent an economic 
collapse that could have the gravest political consequences affecting 
the entire continent. The U.S., he said, was acting in the interest of 
Paraguay and all other American nations in this instance. The 
Foreign Minister then agreed that the situations were very different 
indeed, and devoted most of the remainder of his remarks to 
presenting an economic justification, in general terms, of the projects 
mentioned in the memorandum which he had prepared. 

He stated that the list had been drawn up with great care and 
pointed out that no funds were being requested for the improvement 
or expansion of the river barge line and merchant fleet. This, he 
said, was because arrangements were being completed with Venezue- 
la for a loan of up to $20 million which would include ample 
support for river transportation purposes. 

The Assistant Secretary advised the Foreign Minister that it 
would be extremely doubtful that any “triangular” arrangement 
could be worked out involving PL 480 funds. He assured the Foreign 
Minister of his Government's continued deep interest in the progress 





* Despatch 43 contained a report on various petroleum developments. (Depart- 
ment of State, Central Files, 824.2553/8-557) 
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of Paraguay and promised that the most sympathetic consideration 
would be given to the needs of Paraguay. The Assistant Secretary 
encouraged the Foreign Minister to direct his thoughts to the practi- 
cal benefits that would accrue to Paraguay in the near future 
through the exploitation of the resources of private enterprise. The 
Foreign Minister stated that he was thinking along those lines in 
some respects already and said that insofar as the aircraft mainte- 
nance establishment mentioned in the memorandum was concerned, 
he thought that a commercial firm could set up such an enterprise 
and that his Government would give it every support. He added, 
however, that he thought that the project could be facilitated by the 
assistance of the U.S. Department of Defense. 

The Foreign Minister said that he would be deeply appreciative 
if the proposals could be studied carefully and if assistance could be 
provided as requested. The conversation ended with the Assistant 
Secretary cautioning Dr. Sapena Pastor about being too hopeful but 
assured him again that projects submitted in detailed form would 
receive friendly and careful attention. 

In addition to his almost constant contact with government 
officials, the Assistant Secretary held a press conference (see clip- 
pings attached*) and had an opportunity to meet many acquaint- 
ances of a non-official nature at social functions. 

The Assistant Secretary's visit was in the opinion of the Embas- 
sy most worthwhile in every respect. It helped point up the interest 
of the United States in Paraguay at a time when much publicity was 
being given to the forthcoming arrival of numerous important for- 
eign guests for the celebration of the 420th anniversary of the City 
of Asuncion, chief among them the President of Chile. It also helped 
bring into sharper focus Paraguay’s present aspirations, particularly 
in the economic field, and the assistance it would like to receive 
from the United States in this regard. 





Albert E. Carter 





* The clippings and an enclosed copy of the speech given by the Paraguayan 
Foreign Minister at a dinner honoring Rubottom are not printed. 
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505. Telegram From the Secretary of State to the Embassy in 
Paraguay’ 





Washington, September 6, 1957—6:32 p.m. 

55. Proclamation restricting tung oil imports pursuant Section 22 
Agricultural Adjustment Act expected be issued Monday September 
9. Proclamation establishes global annual quota 26 million pounds 
divided Argentina 22,100,000 pounds, Paraguay 2,964,000 pounds 
and others 936,000 pounds. This division based upon exporters’ 
participation last four crop years ending October 31, 1956. 

Restrictions cover next three crop years ending October 31, 
1960, but first quota period extends from date of proclamation to 
October 31, 1958. During first quota period imports during approxi- 
mately five months ending January 31, 1958, limited to monthly rate 
of 1.154 million pounds, divided 980,900 for Argentina 131,556 
Paraguay and 41,544 others. In each of subsequent two crop years 
imports during first quarter limited to one fourth annual quota 
divided 5,525,000 pounds Argentina, 741,000 pounds Paraguay and 
234,000 others. 

Proclamation declares that imposition quotas shown by Tariff 
Commission investigation as necessary order that entry tung oil will 
not render or tend render ineffective price support program or 
reduce substantially amount of products processed in the US from 
tung nuts or tung oil. 

Interested host Governments should not be advised before Mon- 
day morning September 9. Text of proclamation and press release 
will be air pouched.’ 

Dulles 





*Source: Department of State, Central Piles, 411.006/9-657. Official Use Only; 
Priority. Drafted by Vaky and initialed by Snow. Also sent to Buenos Aires, Rio de 
* For text of Proclamation 3200, see 22 Fed. Rey. 7265. 
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506. Memorandum of a Conversation, Ministry of Foreign 
Affairs, Asuncién, November 14, 1957' 





PRESENT 


Foreign Minister Sapena Pastor 
Ambassador Walter C. Ploesser’ 
AE. Carter, First Secretary 


The Foreign Minister, who had asked the Ambassador to come 
to the Ministry, began by expressing his own and his government's 
thanks for the care and attention being given Dr. Martin Cuevas, 
Minister of Agriculture, in the United States, where Dr. Cuevas was 
recently flown for treatment. 

The Minister then said he had an “unpleasant” topic to take up 
and expressed his regret that he had to deal with a matter of this 
nature the first time he asked the Ambassador to come to the 
Foreign Office. He proceeded to refer to the U.S. action limiting tung 
imports—or Paraguayan exports, as he put it—and said this was 
working a great hardship in Paraguay. He said that practically all of 
Paraguay’s tung comes from the Encarnacién region in the southern 
part of the country. He said the people there devote approximately 
90 per cent of their time to the production of tung and that any 
reduction in exports can only result in hardship for them. The 
Minister said that one of the reasons Paraguay had developed its 
tung production to the present point was because it had been 
encouraged to do so by Point IV.” The Minister said that one of the 
most unfortunate aspects of the U.S. action was that while it had 
allowed Argentina to continue to export to the United States pretty 
much the same as always, it had cut Paraguay back to a “third” of 
its former exports. Dr. Sapena said he recognized the reasons back of 
the U.S. action and assumed it would be very hard to do anything at 
this time, but he appealed to the Ambassador to help Paraguay in 
this regard. The Minister said he knew that this was a difficult thing 





*Source: Department of State, Central Files 411.3441/11-2157. Confidential. 
Drafted by Carter. Transmitted to the Department in despatch 164 from Asuncién, 
November 21. (/id) 

* Ploesser was appointed Ambassador to Paraguay on August 5, 1957; he present- 
ed his credentials on November 6 

* President Harry S. Truman, in his inaugural address on January 20, 1949, 
announced his “program for peace and freedom.” The fourth point of that program 

that the United States “must embark on a bold new program for making 
benefits of our scientific advances and industrial progress available for the 
underdeveloped areas.” For text of Truman's inaugural 
Presidents of the United States: Harry S Truman, 1949 
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to ask and said US. assistance might be in the form of helping 
Paraguay find another market for this product. 

The Ambassador told the Minister he appreciated the problem 
outlined but pointed out that in the circumstances it would be 
exceedingly difficult to do anything about it. He recalled that at the 








changed. In many of its uses, he said, tung has been replaced by 
other products, among them recently developed synthetics. The 


matter. 

Dr. Sapena said he was preparing a note on the 
sical dealt Us Gdemad 06 Oe toleen? te ca 
Sono Ok cilte demnten, att tes haem tt els 


the Government of Paraguay to submit a request for a new PL-480 
loan.© He said that during his own recent visit to Washington, 
Assistant Secretary Rubottom had indicated Paraguay could probably 
expect in the neighborhood of $3,000,000 on such a loan. Dr. Sapena 
said, however, that Paraguay really needs $5,000,000. He referred to 
the tung situation and told the Ambassador that he realized fully 
what a difficult thing it would be to do anything in that regard, but 
said that on the other hand he would appreciate the Ambassador's 
support in getting $2,000,000 in PL-480 funds over and above the 
amount which, according to the Minister, Mr. Rubottom had indi- 
cated Paraguay might be able to obtain. Dr. Sapena said Paraguay 
would like to use the additional funds, if available, in road construc- 
tion. 





*On November 18, Sub-Secretary Ramirez Boettner delivered to the Embassy a 
memorandum concerning tung oil It was transmitted to the Department in despatch 
167 from Asuncién, December 2. (Department of State, Central Files, 411.3441/ 
12-257) 

* Instruction A-S1, January 16, 1958, requested the Embassy to reply to the 
memorandum, stating in part, “The determination to limit imports of tung oil into the 
United States was made only after a careful consideration of all factors bearing on the 

; ne ee 

the would materially interfere 
with the tung-oil price support program of the United States.” (/hid 411.3441/1-1658) 
* Reference is to a note of October 30. (/id, 411.3441/10-3057) 











substantial saving to the Government of Para- 
in which the pipe for the line was to have been 


The Ambassador thanked the Minister for this interesting news 
and emphasized the advantages of having the pipeline developed by 
private enterprise rather than by the Government. The Ambassador 
pointed out that private enterprise was more likely to build what is 
needed, not only for the present, but for the foreseeable future as 
well, and would do so at no cost to the Government; also that the 
private enterprise operation would in addition provide revenue for 
the Government. The Ambassador said there would be no advantage 
politically and certainly none economically in Government owner- 
ship of the pipeline. Dr. Sapena agreed and said the only reason the 





” The Paraguayan memorandum requesting the loan was handed to the Ambassa- 
dor by the Foreign Minister on December 10, and was transmitted to the Department 
in despatch 193 from Asuncién, December 12. (/id, 411.3441/12-1257) 


id, 411.3441/10-457 
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Government planned to be in the new operation at all was to satisfy 
the elements in the Government, particularly the Minister of Hacien- 
da,” who wanted a pipeline entirely owned by the Government. The 
Minister clearly stated that he personally had never been in favor of 
a Government-owned pipeline. 

The Ambassador brought up in a general way the difficulties 
Paraguay has encountered in connection with its river transportation 
system and stated that he thought private enterprise could do a great 
deal to help Paraguay solve its problems in this regard. The Minister 

he considered this problem different in that one here was 
dealing with the virtual monopoly of another Government, that of 


a 





stihinn enlteatn att temniie ten Wioninh tox ak 

of river transportation. The Minister mentioned in this 
connection the number of pilots boats are required to carry, the 
maintenance of harbor facilities, dredging and so on. 

Dr. Sapena informed the Ambassador “confidentially” that Par- 
aguay is now actively trying to do something about the foregoing 
and stated that his Government is at present engaged in negotiating 
a new treaty with Argentina on the river and its traffic. 

The Ambassador emphasized that in his opinion the full utiliza- 
tion of Paraguay’s river system was of para™nount importance to the 
natural economic development of the country and the Foreign Min- 
ister stated that he was in full agreement with this point of view. 





* Cesar Barnentos 








PERU 


POLITICAL, ECONOMIC, AND MILITARY RELATIONS OF THE UNITED 
STATES AND PERU’ 


507. Editorial Note 


Airgram 108 to Peru, January 28, 1955, authorized Ambassador 
Harold H. Tittmann, Jr., to open negotiations with the Government 
of Peru for the sale of United States agricultural commodities under 
Title I of Public Law 480, the Agricultural Trade Development and 
Axtistance Act of 1954. Enclosed was a draft agreement to be used 
ir :he negotiations. (Department of State, Central Files, 411.2341/ 
1-2855) In telegram 248 from Lima, February 8, the Embassy report- 
ed that the agreement had been signed as submitted. (/hid, 411.2341/ 
2-855) For text of the agreement signed on February 7, and entered 
into force on the same date, see 6 UST 563. 





' For previous documentation, see Arnge Ariston 1952-1954, vol tv, pp. 1491 ff 





508. Editorial Note 


In late January 1955, the Peruvian Government detained two 
United States flag fishing vessels, Tony 8 and Weitere Clipper. in the 
Port of Caliao pending payment of fines for alleged illegal fishing in 
Peruvian territorial waters. In telegram 165, January 27, the Depart- 
ment instructed the Embassy in Lima to present a note, text provid- 
ed in the telegram, to the Peruvian Government stating that the 
ships’ logs disclosed that they had fished no closer than 3%: miles to 
the Peruvian shore and therefore in waters the United States regard- 
ed as the high seas. The note also contained reference to the 
“conflicting views” of the two governments with respect to the 
question of what constituted territorial waters, and the statement 
that the “United States believes that enforcement action should not 
be taken before every effort has been made to resolve the matter, 
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, Files, 611.236/1-2755) Despatch 377 from Lima, Janu- 
ary 29, reported that the note had been delivered at noon the 
id, 611.236/1-2955) 





509. Memorandum on the Substance of Discussions at a 
Department of State-Joint Chiefs of Staff Meeting, the 
Pentagon, February 25, 1955, 11:30 a.m.’ 


[Here follows a list of those present (17), including 10 represen- 
tatives from the Department of Defense, 5 from the Department of 
State, and 2 from the Central Intelligence Agency.] 

[Here follows discussion of items I, Il, and Ill: “NNSC”, “Sched- 
ule of Distinguished Visitors from Foreign Countries where MDAP 
Programs are in Process or Planned”, and “Defense Views on Latin 
American Military Programs” .| 





‘Source: Department of State, State-JCS Meetings: Lot 61 D 417. Top Secret. A 
cover sheet bears the following notation: “State Draft. Not cleared with any of 


participants 
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IV Interception and Detention of Fishing Vessels by Peru 


Mr. Murphy asked Admiral Radford if he had anything to tell 
State on this subject. Admiral Radford replied that all he wanted to 
say was that the JCS recognizes the three-mile limit. 

Ambassador Dreier gave a general résumé of this subject. He 
pointed out that the problem with Peru reflected an extreme mani- 
festation of a world-wide tendency for States to extend their territo- 
rial waters into the high seas, particularly with reference to fisheries. 
The problem had two phases: the bilateral phase of our immediate 
controversy with Peru, and the multilateral phase involving a con- 
sideration of the question of fisheries, territorial waters and related 
problems in various meetings of the United Nations and the Organi- 
zation of American States during the next two years. Specific bilater- 
al disputes had to be handled with an eye to developments in the 
multilateral consideration of the general problem. 

We have protested all Peruvian actions in contravention of the 
freedom of the seas beyond the three-mile limit and have been 
looking for a good case tc try to take to the International Court. The 
case brought up by the Navy Department, which refers to the two 
vessels Tony B and Western Star,” was the first involving American flag 
vessels, the Onassis case having involved Panamanian flag vessels.” 
More recently, 11 American flag vessels were intercepted 20 miles 
from the Peruvian coast and brought into court, some of them being 
forced to pay a tax on their fish.‘ We believe that this incident gives 
us a good basis on which to propose to Peru that the macter be 
taken to the International Court of Justice. If Peru ago.» we are 
confident they will lose the case and if they refuse to go into the 
Court, it will indicate to other countries the weakness of their 
juridical position. 

Admiral Davis asked if it were not possible to separate the 
question of fishery rights from the question of territorial waters. 
Ambassador Dreier said that we were attempting to do that by 





* Reference is to the Western Clipper. 

*In November 1954, five ships of the Onassis whaling fleet, registered under the 
Panamanian flag, were seized and fined $3 million for illegal whaling in Peruvian 
waters. The fine was paid, with reservation of the right to appeal. Documentation 
concerning this matter is in Department of State, Central File 397.022-IA. 

* Details of this incident were provided in telegram 258 from Lima, February 18. 
It reported that a Peruvian destroyer had come upon a fleet of more than 20 US. 
fishing vessels and asked them to show their licenses. Originally 11 were detained, 
but 3 with expired licenses were released. The remaining 8 were brought to the port 
of Talara, where they were charged with fishing in Peruvian waters without licenses. 
(/bid., 611.236/2-1855) Telegram 261 from Lima, February 21, reported that all US. 
fishing vessels had finally been released. The last 5 were assessed a total of 
approximately $2,000 “export duty”, which they paid; but the Embassy understood 
that they planned to file a protest. (/bid., 611.236.2-2155) 
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proposing fishery conservation agreements which would recognize 
the interest of the other countries in preserving fishery resources off 
their coast, without asserting sovereignty over those waters. We 
intend to make such a proposal to Peru again, once we have made 
clear our firm determination to oppose their assertions of sov- 
ereignty. 

Ambassador Dreier referred to the Department's conversation 
with Ambassador Berckemeyer of Peru on February 24° when he 
had been told in very plain language how seriously the invasion of 
the freedom of the seas by the Peruvian Government affected basic 
interests of the United States including our security interests. One 
objective in proposing a referral of the matter to the International 
Court was to make clear to Peru and other countries that we were 
not limiting ourselves to verbal protests but were determined to 
defend our rights in this matter. 

Admiral Radford referred to the old days when it was possible 
to send a couple of destroyers down to patrol the area, and sug- 
gested he supposed we could still do that any time we wanted. 

The Admiral also referred to the fact that the U.S. had fostered 
the development of a tuna packing industry in Peru and this might 
possibly have a bearing on the program. 

Mr. Murphy asked if there were any specific naval comments 
on this question. Admiral Duncan® stated that the Navy’s position 
was that there should be no move on the part of the U.S. Govern- 
ment which would lend any validity to the arrogation by Peru of 
international waters off its coast. 

In further discussion, Ambassador Dreier referred to the series 
of protests which we had lodged with the Latin American countries 
concerned as a matter of record, and added that we had advised 
private citizens to refrain from acts that might imply acceptance of 
Peruvian and other similar claims. 





*No record of this conversation with Ambassador Fernando Berckemeyer has 
been found in Department of State files. 
* Admiral Donald B. Duncan, Vice Chief of Naval Operations. 
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Mr. Murphy stressed that the Department takes a serious view 
of the question, and is upholding our traditional position on freedom 
of the seas.’ 





” Telegram 200 to Lima, February 28, transmitted a note and an aide-mémoire for 
the Embassy to present to the Peruvian Foreign Minister. The note protested Peruvian 
violations of international law in intercepting US fishing vessels on the high seas and 
levying export duties on their cargoes, and requested certified copies of all official 
documents relating to recent incidents. The telegram also informed the Embassy that 
Rollin S. Atwood had talked with the Peruvian Ambassador, who later spoke to the 
dor Berckemeyer to assure the United States of “full cooperation,” and gave assur- 
ances that Peru had no other motives besides preserving the riches of the sea when it 
set up its 200-mile maritime zone. (Department of State, Central Files, 611.236/ 
2-2855) Telegram 281 from Lima, March 6, reported that the Ambassador handed the 
note and aide-mémoire to the Foreign Minister on March 5. (/hid. 611.236/3-655) 





510. Memorandum of a Conversation, Department of State, 
Washington, March 10, 1955’ 


SUBJECT 
Proposed Fishery Conservation Agreement with Peru 
PARTICIPANTS 


Ambassador Berckemeyer Embassy of Peru 

Mr Pizarro. Minister. Counselor of Embassy. Peruvian Embassy 
OSA—Mr Atwood 

L/ ARA—Miss Whiteman 

U/FW—Mr._ Taylor 

AR-—Mr Bowdler 

OSA—Mr McGinnis 


Ambassador Berckemeyer called at the Department at 4:15 p.m 
at Mr. Atwood’s request 

Mr Atwood referred to his previous conversation with Ambas- 
sador Berckemeyer in which he expressed our serious concern over 
Peru's territorial waters claims and mentioned the latter's subsequent 
telephone conversation with the Peruvian Foreign Minister’ Mr 
Atwood said that it was his understanding ‘at the Foreign Minister 
had stated that Peru's sole motive in establishing the maritime zone 
was for the purpose of conserving the marine riches off Peru's coast 





' Source Department of State, Central Files. 611 236/3-1055 Confidential Draft 
ed by McGinnis 
> See footnote 7 supra 
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Ambassador Berckemeyer confirmed this. Mr. Atwood then said that 
after careful study of the matter we wished to propose a discussion 
with Peru of a possible joint agreement for the conservation of 
fisheries off the coast of Peru. He said that our thoughts in the 
matter had been set forth in a brief informal statement that had 
been drawn up. He then handed the Ambassador copies of the 
attached statement.’ Mr. Atwood emphasized, after the Ambassador 
and Mr. Pizarro had read the statement, that any agreement that 
might be concluded would avoid any acceptance of sovereignty over 
a 200-mile maritime zone nor would it refer to the three-mile limit. 
Mr. Atwood said that he earnestly hoped that the proposal might be 
acceptable to Peru as a basis for discussions. He concluded by saying 
that the officers present, experts im their field, would be glad to 
answer any specific questions that the Ambassador might have. 

The Ambassador thanked Mr. Atwood for this information and 
said that it would be promptly transmitted to the Peruvian Govern- 
ment. He said that he was certain that Peru's establishment of a 
maritime zone and its recent actions with respect to fishing off her 
coast were motivated solely by a desire to preserve its fishery 
resources and obtain maximum benefit from them. He then observed 
that Peru was associated with Ecuador and Chile in agreements 
regarding the preservation of their respective fishery resources and 
indicated that this fact would have to be taken into consideration 
with regard to the negotiation of any conservation agreement. Mr. 
Atwood observed that since tuna and perhaps other species moved 
from one area to another, it might be desirable to work out conser- 
vation arrangements which would include other interested countries. 

Mr Atwood stated that he also wished to inform the Ambassa- 
dor that the U.S. Government had under consideration the desirabili- 
ty of reaching agreement with Peru for the submission to the 
International Court of Justice of a case involving the territorial 
waters issue for the purpose of obtaining a judicial decision in the 
matter The Ambassador made no comment upon this 

Ambassador Berckemeyer related that yesterday he had received 
information from Peru by telephone to the effect that Peru had 
issued licenses to four US. flag fishing vessels and that this indicat- 
ed that the immediate difficulties between US tuna clippers and 
Peruvian authorities were apparently being worked out He said that 
he believed that new licensing regulations had been worked out 
between representatives of private US fishing interests and Peruvi 





‘Net printed The statement proposed discussions locking toward a joint agree 
ment contaming provimons for regulating tuna fishing providing for jount enforce 
ment and for the settlement of differences through appropriate international 
procedure 
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an officials. In response to a question the Ambassador said that the 
licenses he had mentioned were not to be confused with licenses 
regularly taken out by US. fishing vessels which ordinarily fish 
under contract with Peruvian companies established on the main- 
land. He stated, somewhat uncertainly, that regulations have long 
been in effect governing foreign fishing in waters off Peru’s coast.‘ 

Before the Ambassador's departure Mr. Atwood assured him of 
our sincere desire to work out an agreement along the lines proposed 
which would not alter the juridical position of either country. The 
Ambassador said that he thought that an amicable solution to our 
mutual problems could be reached. 





* Despatch 430 from Lima, March 12, transmitted the text of Peruvian Ministerial 


the | 
territorial waters in excess of 3 miles. (/id ) 





511. Letter From the Assistant Secretary of State for Inter- 
American Affairs (Holland) to the Assistant Secretary of 
Defense for International Security Affairs (Hensel) 


Washington, March 22, 1955 


Dear Srruve: | refer to our conversation of March 21, 1955° 
relating to the financing by this Government of the construction of 
two submarines proposed to be purchased in this country by the 
Government of Peru. While the Department of State has not re- 
ceived a formal request from the Government of Peru for credit 
assistance in the purchase of these submarines, it is understood that 
information has reached the Department of Defense that the Peruvi- 
an Government contemplates the purchase of two submarines from 


Source Department of State. Central Piles. 723.5621/3-2255 Confidential 
Drafted by McGinnis and Jamison Cleared mm the Office of the Special Assistant for 
Mutual Securtty Affarrs the Office of Regronal Amerncan Affarrs and the investment 
and Foonomsx Development Staft 

No record of the comversation has beer found mm Department of State files 
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the Electric Boat Company if it can obtain long-term credits from 
this Government to finance the transaction. 

The issues posed by this suggested financing of the purchase of 
military equipment on credit terms are of such importance that this 
Department will not be able to determine its position in the absence 
of specific information regarding the nature of the transaction, the 
amount involved, and particularly the credit terms contemplated and 
the legal authority under which such credit would be granted. 

The important considerations bearing upon this case are the 
following: 

(1) The granting of credit for the purchase 

is other 


can countries in amounts adequate to 
worthy of consideration as those of Peru ‘ 

The Department will appreciate receiving the information re- 
ferred to above and the views of the Department of Defense 
regarding’ the importance that should be accorded the two consider- 
ations last stated 

Sincerely yours, 

Henry F. Holland” 





’ For text, see 68 Stat 632 

“In an earlier draft of the letter an additional paragraph appeared here that was 
deleted in the final version It reads “(3) This Government is seriously concerned over 
the situation created by Peruvian claims to sovereignty ower wide areas of the high 
seas, and particularly the seizure and fining of American flag fishing weesels within 
the rome claimed by Peru 

This sentence originally ended with the words “regarding this matter ~ The last 

two words were struck owt and the words as printed here were added 

* Prnted from 2 copy whch bears thes typed agnature 
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512. Letter From the Assistant Secretary of Defense for 
International Security Affairs (Hensel) to the Assistant 
Secretary of State for Inter-American Affairs (Holland)' 


Washington, April 1, 1955. 


Dear HENRY: I refer to our recent conversation and your letter 
of 22 March 1955’ concerning the proposed purchase of two subma- 
rines by the Government of Peru on extended terms of repayment. 

As you know, information available to this Department has 
been on an informal basis inasmuch as the Peruvians have utilized a 
representative of the Electric Boat Company to explore the possibili- 
ties of credit in connection with the proposed purchase. This matter 
and all related information obtained from the Electric Boat Company 
representative has been discussed between individual members of 
our respective staffs and at a recent meeting, called for this purpose, 
of the various interested governmental agencies. 

Peru has four submarines which they purchased from the Unit- 
ed States during the 1920s. Due to the age of these boats, Peru plans 
to decommission them in the near future. The two boats purchased 
last summer, paid for in cash during the period of construction, plus 
the two submarines they desire to purchase would allow the Peruvi- 
ans to replace the older boats with modern type subs. As you know, 
Peru committed their recently purchased submarines to hemisphere 
defense tasks, and our understanding is that the two additional boats 
would also be committed to such tasks 

The estimated cost of the two submarines is approximately $15 
million Several financing arrangemen:; have been mentioned which 
generally involve 6 2 to 7 year terms with annual payments starting 
at the end of the second year The terms of the contract would, of 
course, be subject to the National Advisory Council's approval 

| am puzzled by the following statement which appeared in 
your letter “the granting of credit for the purchase of military 
equipment on any basis other than the three-year short term credit 
under Section 106(b) of the Mutual Security Act of 1954 would 
constitute a departure from a policy long established and maintained 
by this government” This appears at variance with NSC policy 
5432/1,’ paragraph 20 e. which announced that the United States 
should facidtate purchase of US equipment (military) by offering 


Source Department of State Central Piles 72) So?!) 6-155 Confident 


 ——e 

"NSC SO520/1. “United States Cvectiwes and Courses of Action With Reeapect to 
Late America” wee approwed on September 5. 1954 For text. eee frre fete 
1952-1954, vol Wp 8 
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Latin American countries, among other things, “credit terms includ- 
ing long-term payments.” 

This policy cannot be effectively implemented under Section 
106(b) of the Mutual Security Act of 1954 which limits sales to “in- 
stock” items held by the Military Services and credit terms to a 
maximum of three years. However, Section 505 of the Act does 
purchase of military equipment by friendly foreign governments. 
The contemplated purchase of two submarines by the Peruvians can 
be authorized under this section of the Act. 

It is not the view of this Department that the extension of long- 
term credit to Peru for the purchase of two submarines immediately 
necessitates establishing blanket credit authority of any amount to 
finance purchases by other Latin American countries. This Depart- 
ment intends to consider on a case-by-case basis requests from other 
Latin American countries, each request to be analyzed on its own 
merits, including the intended use of the equipment by the recipient 
country, the quantity, the country’s ability to repay, funds available 

| am of the conviction that credit terms to countries with the 
ability to repay for military equipment which will support US 
objectives and strengthen hemisphere defense should be encouraged. 
and this Department will lend its full support to such meritorious 
requests. Unless we initiate a program for the further implementa- 
tion of NSC policy, we can expect Latin American countries to look 
more and more to European sources with the subsequent trend 
toward European military training and technical advice In my view, 
such a trend is im direct contradiction to our national policy 

| urge your favorable consideration in this matter With your 
concurrence, | propose to inform the Electric Boat Company to 
advise the Peruvians to submit a formal request for the purchase of 

Sencerely yours. 


Struve Hensel 
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513. Memorandum of a Conversation, Department of State, 
Washington, April 8, 1955' 





SUBJECT 

Peruvian Long-Term Credit Purchase of Submarines 
PARTICIPANTS 

Mr H. Struve Hensel, Asst. Secretary of Defense for International 


Mr Hensel outlined the point of view of the Defense Depart- 
ment in favor of this transaction, mentioning principally the follow - 
ing points: Defense's concern over extensive purchases of military 
equipment often on credit terms by Latin American governments 
from non-US. sources which led to the proposal of National Securi- 
ty Council policy of favoring credit which was approved; the JCS 
have indicated that Peru's acquisition of the submarines will contrib- 
ute to hemisphere defense; the submarine is a 
equipment which is least likely to be used for 
of these submarines 
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for Latin American countries. Copies of the recommendations were 
sent to S/P. E. and S/MSA. A memorandum from Edward | Sparks 
to Robert R._ Bowie, dated April 18. asked that ARA be informed as 
soon as the request for a decision had forwarded 
so that a reply could be made to Hensel’s letter 
(Department of State. S/P-NSC Files Lot 61 D 167) 
Attached to the Apnl 18 memorandum was a copy of the paper 
containing ARA's revision of paragraph 20 je) of NSC 5432/1. which 
reads as follows ‘Seek ultumate mulitary standardization along UL S 


States, and .. dtating the purchase of US equipment by offering 
Latin American countries the lowest possible prices. more rapid 
delivery. predelivery financing of long lead-time items and credit 
limited to a three-year period The feasibility. & any. of the use of 
torewgn currency of barter arrangements should be explored (‘na | 

A memorandum from Spencer to Sparks and lamuson dated 
Apri 1° informed them that the Policy Planneng Seaft had nomfred 
him that Frederick E Nolting Ir. would not concur im the revision 
of paragraph 2 ie) because be Gieagreed with AKAs position 
Notting + office advised Spemcer that he disagreed bec suse the Peru 
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coordination with our own Navy. 

Looking forward to the eventual replacement of these subma- 
rines, the Peruvian Government contracted in July 1951 with the 
Electric Boat Company for the construction of two new submarines. 
These two were delivered on 1 March 1954 and 14 June 1954, 


It is of interest to note that Peru equipped the two submarines 
delivered in 1954 with U.S. Navy-type equipment which was not 
readily available from commercial sources such as periscopes, fire 
control equipment, etc. This equipment was purchased from the U.S. 
Navy at a cost of approximately $350,000 per boat. 

During the construction period, our Navy and the Electric Boat 
Company provided training for the submarine crews. Peru is also 
furnished officer spaces in the regular U.S. submarine school. With 


have established in Peru a rather complete submarine base, including 
a small training school. 

In the Peruvians’ latest approach to the Electric Boat Company 
for two additional submarines, they indicated a desire to purchase 


were available. The Electric Boat Company representative was ad- 
vised that under existing legislation, we could not directly loan 
money to the Peruvian Navy for the purchase of these subs with 
[from] the Electric Boat Company. It was suggested that the Peruvi- 
ans’ desires be made known to the United States Government 
through normal diplomatic channels. In this respect, the Peruvians 
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have indicated through the Electric Boat Company representative 
they do not desire to make a formal request unless there is a 
reasonable chance of favorable consideration. This entire matter was 
discussed at a recent interdepartmental conference and was covered 
in a letter dated 1 April to Mr. Henry Holland of your Department.” 
The foregoing constitutes the background of the Peruvian acqui- 
sition of submarines from United States sources. Any other informa- 
tion you desire about this subject, we will be glad to furnish. 
Sincerely yours, 
Bob 





2 Document 512. 





516. Memorandum of a Conversation, Department of State, 
Washington, May 13, 1955’ 


SUBJECT 
Long-Term Credit for Purchase of Submarines by Peru 
PARTICIPANTS 


U—Acting Secretary of State Herbert Hoover, Jr. 
G—Mr. Murphy 

E—Mr. Waugh 

ARA—Mr. Holland 

S/MSA—Mr. Nolting 

S/P—Mr. Schwartz 

AR—Mr. Jamison 


The meeting was called to consider further the question of State 
Department concurrence in the sale to Peru of two submarines to be 
constructed by the Electric Boat Company on terms involving U.S. 
Government credit over a period of approximately seven years. Mr. 
Hoover referred to a memorandum from Deputy Secretary of De- 
fense Anderson giving the background of consideration of the pro- 
posed sale,* and said that he was impressed with the degree to 
which this transaction was part of a planned arrangement worked 
out over a period of years for helping Peru to provide itself with 
modern submarines. In addition to points made in previous meetings 





‘Source: Department of State, Central Files, 723.5621/5-1355. Confidential. 
Drafted by Jamison. 

*No such memorandum has been found in Department of State files; but see 
Anderson’s letter of May 10, supra. 

















Peru 1039 





on this subject, it was stated that the amount of dollars which Peru 
would devote to this purpose each year would not be great, and that 
the Defense Department attached considerable importance to main- 
taining the productive capacity of the Electric Boat Company facili- 
ties. 

Mr. Holland gave his basic reasons for opposing long-term 
credit for this sale: that long-term credit to Latin American countries 
for the procurement of military equipment would inevitably decrease 
the dollar borrowing capacity of these countries for constructive 
economic development purposes; that because of the Latin American 
preference for U.S. arms, increasing U.S. sales through long-term 
credit would bring more arms into the area than would result if 
long-term credit purchases were made from other than U.S. sources; 
and that the sale to Peru, which might be more justifiable on 
economic grounds than similar sales to other governments, would 
create extremely difficult continuous political and economic prob- 
lems with other Latin American countries desiring that similar ar- 
rangements be made for them. 

Mr. Hoover indicated that he believed it would be necessary to 
concur in the Peruvian transaction. He felt that limitations and 
conditions could be worked out for handling future requests from 
other governments which would reduce the disadvantages to which 
Mr. Holland referred. Mr. Hoover mentioned the interest of Europe- 
an producers in selling military equipment to Latin American 
countries, perhaps on liberal credit terms, and the interest of the 
Department of Defense in having Latin American countries supplied 
with U.S. standard equipment. Conditions to be established should 
include (1) a limitation on the total amount of dollar credit to be 
made available to Latin America in any one year, (2) an agreed 
determination that equipment sold under long-term credit arrange- 
ments would be committed by the recipient government to hemi- 
sphere defense and (3) a clear-cut definition of procedures to be 
followed in receiving and acting upon requests for such credit. He 
requested that a memorandum be prepared covering these points for 
him to send to Deputy Secretary of Defense Anderson as a basis for 
dealing with future credit requests.’ 

Mr. Holland stated that he believed it would be desirable for 
points (1) and (2) to be specified in the legislation and in national 
security policy. Mr. Nolting pointed out that existing legislation and 
the drafts forwarded to Congress containing new provisions on long- 





? A memorandum covering the points mentioned by Acting Secretary Hoover was 

in ARA and forwarded to Secretary Anderson under cover of a letter from 

Hoover, dated June 9, 1955; for text of the letter and the attached memorandum, see 
vol. vi, Document 25. 
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term credit do not include these limitations. Mr. Hoover said that in 
the present world situation it seemed better for the legislation to be 
as flexible as possible, but that policy in implementing the program 
for Latin America should contain the above limitations. 

Mr. Murphy said that he believed the record should be clear 
that Peru had not directly approached the Department with its 
request. It was pointed out that the letter from Mr. Hensel to Mr. 
Holland, raising the question, indicated that the Electric Boat Com- 
pany had requested that it be authorized to inform the Peruvians 
that they might request sale of the submarines through diplomatic 
channels. Mr. Hoover indicated that a letter from Mr. Holland to 
Mr. Hensel concurring in this request should therefore be sent.’ 





* Infra. 





517. Letter From the Assistant Secretary of State for Inter- 
American Affairs (Holland) to the Assistant Secretary of 
Defense for International Security Affairs (Hensel)' 


Washington, May 18, 1955. 


DeAR Mr. HENSEL: I refer to your letters of April 1* and April 
13° and to our several conversations relating to the financing by this 
Government of the construction of two submarines in this country 
by the Government of Peru on terms which would permit the 
estimated total cost of $15 million to be repaid over a six or seven 
year period. It is understood that the Department of Defense consid- 
ers the acquisition of these vessels by Peru to be in the interest of 
hemisphere defense and that their sale will be subject to agreement 





* Source: Department of State, Central Files, 723.5621/4-1355. Secret. Drafted by 
Jamison and cleared by S/MSA, OSA, and F. On May 17 a copy was transmitted to 
Samuel C. Waugh, attached to a memorandum from Jack C. Corbett. The final 
paragraph of Corbett’s memorandum read: “Although the NAC question did not come 
up specifically in connection with the Peruvian submarines, the phrase was in the 
Defense Department's letter and Mr. Jamison thought it would be useful to include it 
in our letter. I see no harm in requiring the Defense Department to submit the terms 
of the contract to the NAC, although customarily the NAC does not consider loan 
contracts. However, it will increase our information about this operation somewhat 
and it may produce some useful discussions in the NAC in connection with military 
credits in general.” (/bid., 723.5621/5-1755) 

? Document 512. 

>See footnote 2, Document 513. 
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by Peru to commit them for designated hemisphere defense tasks 
through amendment of the secret military plan between Peru and 
the United States. 

The Department of State concurs in your proposal that the 
Electric Boat Company be informed that they may advise the 
Peruvians to submit in accordance with established procedures a 
formal request to the Department of State for the purchase of two 
submarines. As stated in your letter of April 1, 1955, it is understood 
that such terms of contract as may be worked out with the Peruvian 
Government will be subject to National Advisory Council approval. 

In view of the importance of ensuring a coordinated approach to 
the handling of similar requests from Latin American Governments 
for the purchase of military equipment on credit terms, a draft 
statement of conditions and procedures which should be applied to 
these cases is being prepared and will be submitted to the Depart- 
ment of Defense for consideration at an early date. 

Sincerely yours, 

Henry F. Holland‘ 





* Printed from a copy which bears this typed signature. 





518. Memorandum of a Conversation, Department of State, 
Washington, June 13, 1955’ 


SUBJECT 
Financing of Purchase of Two Peruvian Submarines 
PARTICIPANTS 


Mr. Sullivan,? Department of Defense 

Mr. Thomas B. Klakring, Rear Admiral, USN (retired) 
OSA—Edgar L. McGinnis, Jr. 

Admiral Roque A. Saldias, Peruvian Minister of Navy 
Ambassador of Peru Fernando Berckemeyer 


Mr. Sullivan explained to Admiral Saldias and to Ambassador 
Berckemeyer that he had been requested by Mr. Anderson, Deputy 
Secretary of Defense, to call upon them. Mr. Sullivan said that the 





*Source: Department of State, Central Files, 723.5621/6-1355. Confidential. 
Drafted by McGinnis. 

? Apparently Charles A. Sullivan, Director, Policy Division, Office of the Assist- 
ant Secretary of Defense for International Security Affairs. 
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purpose of his visit was to clarify the position of the Department of 
Defense with respect to the financing of the Peruvian submarines. 
He said that neither Mr. Anderson nor other officials of the Depart- 
ment of Defense had raised this question at lunch with Admiral 
Saldias today because at that time Mr. Anderson was not ac- 
quainted with the matter in sufficient detail. Mr. Sullivan explained 
that Mr. Anderson and many other officials of the Department of 
Defense were very sympathetic with Peru’s desire to finance the 
construction of two additional submarines and that he was certain 
that detailed arrangements could be worked out providing for a 
United States Government loan of approximately $15 million to 
finance the transaction. Mr. Sullivan also stated that the Department 
of State was in full agreement with the Department of Defense as to 
the desirability of this transaction. Mr. McGinnis referred to the 
Peruvian Embassy’s note of June 2, 1955,‘ raising the question of the 
financing of the submarines. He said that while a written reply had 
not yet been made he could assure Admiral Saldias and the Ambas- 
sador that the Department’s reply, which would be forthcoming 
shortly, would be favorable. Mr. Sullivan added that the Defense 
Department was quite anxious to facilitate the purchase of these 
submarines since they would be available, when completed, to assist 
in hemisphere defense tasks under the Bilateral Military Assistance 
Agreement.” 

Ambassador Berckemeyer said that he was gratified to hear this. 
Admiral Saldias said that he was also pleased to receive this infor- 
mation and implied that he was surprised that the matter had not 
been raised at Mr. Anderson’s luncheon at the Pentagon, since the 
transaction regarding the submarines was the primary purpose of his 
trip. The Admiral then asked Mr. Sullivan various questions respect- 
ing interest rates and the terms of the loan. During this discussion, 
Mr. McGinnis made it clear that details regarding the loan si ould be 
worked out directly between the Department of Defense and Peruvi- 
an authorities. He mentioned that while the Department was very 
much interested in the transaction, time would be saved through 
direct contact between the Department of Defense and interested 
Peruvian officials. He added that the Department of State would, of 





* Deputy Assistant Secretary of Defense Anderson had been host to Admiral 
Saldias at a luncheon at the Pentagon on June 13. In a memorandum dated June 10, 
McGinnis informed Holland that the Admiral was in the United States to arrange 
financing for the two submarines requested by the Peruvian Navy. (Department of 
State, Holland Files: Lot 57 D 295, Peru) 

* Note 5-3-M/129, not printed. (/bid., Central Files, 723.5-MSP/6-255) 

* For text of this agreement, signed at Lima, February 22, 1952, and entered into 
force on April 26, 1952, see 3 UST (pt. 2) 2890. 
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course, be delighted to be of any assistance in the matter if request- 
ed. 

Admiral Saldias made it clear to Mr. Sullivan that he wished at 
least to reach a preliminary agreement upon this matter before his 
departure at the end of the week. Mr. Sullivan said that he believed 
this could be worked out and promised to go over the details in his 
office immediately upon his return. 





519. Memorandum of a Conversation, Department of State, 
Washington, June 15, 1955’ 


SUBJECT 
Conversation with Admiral Saldias regarding Peruvian Claim to 200-Mile 
Maritime Zone 

PARTICIPANTS 


Rear Admiral Roque A. Saldias, Minister of Navy and President of the 
Council of Ministers of Peru 
Ambassador Fernando Berckemeyer of Peru 
Ambassador Ellis O. Briggs’ 

Assistant Secretary Holland 

OSA—Mr. McGinnis 


After handing Ambassador Berckemeyer the Department's note 
of June 15 conveying a favorable reply to Peru’s request for a loan 
for the construction of two submarines,’ Mr. Holland said he wanted 
to discuss a matter which he regarded as very important. He said 
that while this matter had been discussed both here and in Lima to a 
great extent, he wished at the risk of boring the Minister, to talk 
about it further because of the great weight attached to the problem 
by the highest officials of this Government. 

Mr. Holland then referred to the present difficulties between the 
U.S. on the one hand and Peru, Chile and Ecuador on the other, 
regarding the latter’s claim to sovereignty over a 200-mile maritime 
zone. He said that Ambassador Briggs, who was present, had been 
brought back to Washington to engage in consultations on this 





* Source: Department of State, Central Files, 723.022/6-1555. Confidential. Draft- 
ed by McGinnis. 

Ambassador Briggs was in Washington for consultations, June 15-24. He was 
appointed Ambassador to Peru on March 24 and presented his credentials to the 
Peruvian Government on May 27. 

> The note is not printed. (Department of State, Central Files, 723.5621/6~-1555) 
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question. Mr. Holland related that he had tried to put himself in the 
position of a Peruvian in examining this question. He said that from 
that point of view he believed that the chief consideration was the 
conservation of the fisheries off the coast of Peru. He said that this 
was a readily understandable aim with which we had no quarrel. He 
went on to say that the claim of sovereignty over this extensive 
zone, although apparently not necessary for purposes of conserva- 
tion, had been made publicly and in concert with Chile and Ecuador 
so that it was a difficult matter for Peru to disavow such a claim. He 
said that he sympathized thoroughly with the problem presented to 
the Peruvians in working out some means whereby claims to sover- 
eignty over the high seas could be modified or abandoned while 
preserving the objective of conservation, without causing internal 
political difficulties in Peru. 

Mr. Holland then said that the U.S. problem was likewise 
difficult. He said that there was complete agreement within the U.S. 
Government that the principle of the freedom of the seas which was 
a fundamental concept of U.S. policy could not be harmonized with 
the claims advanced by the three powers. He said that our problem 
was an extremely broad one since it involved vital security consider- 
ations and our relationships with the entire world. Any modification 
of the traditional three-mile concept would impose tremendous 
burdens upon our security arrangements. 

Mr. Holland then referred to the U.S. proposals, which we 
believe to be fair and reasonable, that the legal issue be submitted to 
the International Court of Justice for decision and that the U.S. then 
work out a conservation agreement with the three nations designed 
to safeguard the legitimate interests of all parties in the conservation 
and exploitation of the fisheries in question. He said that we could 
not, of course, accept any reference to a 200-mile zone as a basis for 
negotiations. Any limitation upon the extent of the area to be dealt 
with in the agreement would be determined by the scientific and 
technical factors, he indicated. He asserted that he wished to make 
this clear since it appeared that the three nations expected negotia- 
tions to take place within the framework of the Santiago Declara- 
tion.* Mr. Holland added that the juridical position of the parties 
would not form a part of the negotiations, permitting each of the 
participants to preserve its position on territorial waters. In closing, 
Mr. Holland stated that the U.S. was now considering its reply to 





*The Santiago Declaration, issued in 1952 by Chile, Ecuador, and Peru, stated 


that each of those countries possessed “sole sovereignty and jurisdiction” over the sea 
adjacent to its borders extending not less than 200 miles from the coast, and over the 
sea floor and subsoil underneath. 
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the June 3 notes of the three countries on this matter and hoped to 
make it available shortly.° 

Admiral Saldias replied that he was in full agreement with Mr. 
Holland on the importance of resolving this issue speedily. He 
indicated . . . that neither the Peruvian Navy nor indeed the com- 
bined naval strength of the three nations were sufficiently strong to 
enforce jurisdiction over so vast an area. He confirmed Mr. Holland’s 
understanding that the Peruvian Government’s sole concern was the 
conservation of the fisheries off its coasts and referred to the classic 
Peruvian argument that the preservation of marine life off its coasts 
was vital to the existence of the guano industry because of its 
function in providing food for the birds. He mentioned that in his 
view Peru had a much larger stake in the conservation of the 
fisheries off its coast than either Chile or Ecuador not only because 
of the guano industry, but also because the Peruvian fishing indus- 
try was much more highly developed than that of the other two 
nations. He said that when he returned to Peru next week he would 
immediately bring before President Odria the views which Mr. 
Holland had expressed. He suggested that at the San Francisco 
Commemorative Meeting Mr. Holland speak on this matter to the 
Peruvian Foreign Minister, as well as to the Foreign Ministers of 
Ecuador and Chile who would be there. He emphasized that this 
entire question fell primarily within the province of the Foreign 
Ministry. Admiral Saldias made it clear that he was in full agree- 
ment with Mr. Holland’s views although he mentioned that the 
problem for Peru had been aggravated in the past by the habit of 
some American fishing vessels to fish near the Peruvian shore which 
naturally excited much public interest and comment. He referred to 
one instance in which a U.S. vessel had come in so close that it ran 
aground at Talara. The Minister concluded his comments by expres- 
sing the view that the 200-mile claims by the three powers were 
motivated in great part by the exercise by the U.S. of jurisdiction on 
the seas beyond customary limits during the prohibition era and by 
U.S. claims to the resources of the continental shelf off its shores. 

The visit terminated after some brief discussion regarding the 
proposed construction of the two Peruvian submarines in which it 
was brought out that Admiral Saldias anticipated that they would be 
completed by the Electric Boat Company in thirty months and that 
they would be substantially the same as the two submarines previ- 
ously purchased by Peru from that Company. 





*These notes from Peru, Ecuador, and Chile are not printed. (Department of 
State, Central Files, 720.022/6-655) 
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520. Memorandum of a Conversation, Department of State, 
Washington, July 11, 1955* 











SUBJECT 
Peruvian Complaint Regarding Condition of U.S. Jet Aircraft and 
Proposed Purchase of Military Equipment 

PARTICIPANTS 


Ambassador Berckemeyer of Peru 

Colonel Silva Rojas, Peruvian Military Attaché 
Deputy Assistant Secretary Cecil B. Lyon, ARA 
AR—Mr. Sayre 

OSA—Mr. McGinnis 


Ambassador Berckemeyer said that he wished to talk about the 
question of the jet aircraft recently delivered to Peru by the USAF.’ 
He said that six of these planes turned out to be used aircraft with a 
considerable number of hours of operation. He said that officials of 
his Government were very disappointed over this and that General 
Moya, Peruvian Chief of Air Staff, had recently come to Washing- 
ton to discuss the matter with Pentagon officials. He said that, in 
fact, General Moya had an appointment with General O’Hara of the 
USAF to discuss the matter tomorrow. The Ambassador said that he 
hoped that the Department of State would take up this matter with 
the USAF with a view to resolving the matter satisfactorily. 

Mr. Lyon expressed regret that the Peruvians were disappointed 
in the condition of the aircraft and said that he felt quite sure that 
the USAF would make any rectification required by the circumstanc- 
es. He said he would be glad to talk to General O’Hara about this 
matter and would do so as soon as possible. Mr. Sayre brought out 
that there was perhaps some misunderstanding regarding the condi- 
tion of the aircraft since the planes in question came from AF 
inventory. He indicated that when the planes were sold to Peru for a 
price considerably below the cost of new aircraft, it was understood 
that new ones would not be provided. He also indicated that these 





"Source: Department of State, Central Files, 723.5622/7-1155. Corfidential. 
Drafted by McGinnis. 

* The matter of the jet aircraft had previously been brought to the attention of 
the Department of State in February, when the Peruvian Ambassador asived Sparks 
for help in expediting delivery of planes Peru had ordered the previous year. The 
Department was not able to help at that time because the Air Force did not have the 
planes ready. (Memorandum of a conversation, February 4; ibid, 723.5622/2-455) 
briefing memorandum for Cecil Lyon earlier o. the day 

six aircraft had been delivered on 


2 
| 
: 
sf 
i 
7 
z 
i 
: 
Zz 











Peru _1047 





aircraft had been delivered sooner than it would have been possible 
to furnish new aircraft. Mr. Sayre said that the AF was considering 
sending a technical team to Lima to inspect the aircraft so that 
appropriate measures could be taken to correct any deficiencies. 

Ambassador Berckemeyer said that he thought the idea of 
sending a technical team to Peru was an excellent one and hoped 
that it could be carried out. He thanked Mr. Lyon for offering to 
speak to General O’Hara about this matter and indicated that he 
believed a satisfactory solution could be found to the matter. 

(After the Ambassador had departed, Mr. Lyon telephoned 
General O’Hara who confirmed that he had arranged to meet with 
General Moya tomorrow to discuss this matter. General O’Hara 
informed Mr. Lyon that although a check in the AF indicated that 
there were no deficiencies in the rehabilitation of the aircraft in 
question, there nevertheless could have been some failure on the 
part of those responsible for reconditioning the planes. General 
O’Hara assured Mr. Lyon that the USAF would deal with the 
Peruvians most fairly and in a spirt of goodwill in order to avoid 
embarrassment and ill-feeling, -«d said that a technical team could 
probably be sent to Lima to inspect the aircraft and arrange for the 
correction of any deficiencies.)’ 

After the conclusion of the discussion regarding the jet aircraft, 
the Ambassador said that he wished to present a note (No. 5-3-M/ 
144 dated July 11, 1955) to Mr. Lyon regarding the proposed 
purchase by Peru from the United States Government of various 
items of military equipment and ammunition.‘ He said that he had 
brought Colonel Silva Rojas with him for the purpose of discussing 
the contents of the note. Colonel Silva then said that the equipment 
listed in the note was needed to increase the efficiency of the 
Peruvian Army, both for the purpose of enabling it to fulfill 
commitments with the United States for the defense of the Hemi- 
sphere, as well as for domestic defense. The Colonel said that the 
list contained an item calling for the purchase of 35 medium M4A3 
tanks. He said that if available, 17 of these tanks should be M26 
tanks. Colonel Silva asserted that the Defense Department had 





* A memorandum from Sayre to Holland and Lyon, dated July 13, reported that 
the Air Force officer handling the case of the Peruvian jets had informed him that the 
matter was being straightened out with the Peruvians. Technical repair work was to 
be done on the six aircraft previously delivered to Peru, and the six F-Sés not yet 
delivered were to be inspected by Peruvian Air Force officers in this country before 
they went to Peru. (/id) 

Gonzalo Pizarro, Peruvian Chargé d’Affaires, telephoned Lyon on September 16 
to indicate that the Peruvian Government was satisfied with the way in which the 
F.86 matter had been settled, and was grateful to the Department for its help 
(Memorandum of a telephone conversation, September 16; ibid, 723 5622/9-1655) 

* Not printed. (/bid., 723.5-MSP/7-1155) 
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recently announced that M26 tanks were available, but had with- 
drawn the offer shortly thereafter. Accordingly, he was not quite 
certain whether they could be obtained or not. The Colonel stated 
that the remaining items on the list were principally ammunition, 
spare parts and similar items. 

Mr. Lyon assured Ambassador Berckemeyer and Colonel Silva 
that the note would be carefully considered and the request taken 


up as soon as possible through appropriate channels. 





521. Letter From the Ambassador in Brazil (Briggs) to the 
Assistant Secretary of State for Inter-American Affairs 
(Holland)' 


Lima, August 8, 1955. 


Dear Henry: Other than the major underlying problem that we 
discussed last June,’ namely that of a more equitable distribution of 
the gross national product of Peru among the Peruvians themselves, 
there seem to be three principal items for us to consider: 

1. Peru-Ecuador relations. Short of dividing up Ecuador between 
Peru and Colombia, which might be a laudable proposition for long- 
range planning but doubtless impractical as an immediate objective, 
it would be desirable for renewed efforts to be made so that Ecuador 
and Peru can bury their hatchets somewhere else than in each other. 
The present situation is a recurring source of harassment and dis- 
turbs Inter-American relations generally. As long as there is an 
unsettled frontier, periodic crises will occur and furthermore each 
country is impelled to spend a good deal more than it can afford on 
armaments—money which is badly needed for national development. 
I hope therefore that the four guarantors of the Rio Protocol’ can 
shortly apply sufficient pressure so that the delimitation of the 
boundary can be completed. In this, it seems to me that Peru could 
afford to be generous. 





‘Source: Department of State, Holland Files: Lot 57 D 295, Peru. Confidential; 
Official-Informal. 

* No record of this conversation has been found in Department of State files. 

> A Protocol of Peace, Priendship, and Boundaries between Peru and Ecuador was 
signed at Rio de Janeiro on January 29, 1942. The protocol entered into force when it 
was approved by the congresses of Ecuador and Peru on February 26, 1942. For text, 
see 56 Stat. 1818 or 3 UST 700. The four guarantors were the United States, 
Argentina, Brazil, and Chile 
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2. The fisheries dispute, about which I have no particular comment 
beyond that contained in telegrams, other than to reiterate that I 
think our Latin American friends have a downhill pull and that the 
longer the matter drags the more the Good Neighbors are going to 
support the Santiago Declaration, to our possible discomfiture. 

3. Peru's increasing dollar indebtedness. Ever since Peru became the 
white-haired boy in the private enterprise classroom, this country 
has been contracting dollar debts for various projects, most of them 
probably useful. I have been unable, because of lack of economic 
personnel to have the kind of study made of this subject on which I 
hope Linville, our new Economic Counselor, can embark as soon as 
he unpacks his toothbrush. (He is due in October.) We should 
however be doing Peru no service, and possibly undermining our 
general program of economic collaboration, if we permit Peru to 
borrow more than the country can reasonably expect to repay. This 
situation needs scrutiny, and in the meantime I hope further credits, 
including those for military purposes, can be kept to a minimum. 

Except for the foregoing I think things are on a fairly even keel. 
Needless to say we hope for a visit from you whenever you have 
time to travel through your new bailiwick.* 








522. Editorial Note 


On August 24, Henry Dearborn sent a memorandum to Holland 
concerning the sale of military equipment to Peru on credit terms. 
He added up the cost of the items requested by Peru (listed in the 
September 3 letter, infra) and said that if all were approved Peru 
would receive about half the total credit approved so far for all of 
Latin America. He considered the situation undesirable for two 
reasons: (1) In a period of increasing tension between Peru and 
Ecuador, the fact that Peru might go elsewhere for arms if the 
United States refused to sell did not adequately answer Ecuador's 


possible charge that “the U.S. had placed fuel on the fire by making 
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it easy for Peru to buy U.S. equipment;” and (2) the Pentagon had 
given no assurance that it would continue to sell significant amounts 
of military equipment on credit terms, and it seemed unlikely that 








easy credit for Latin America for military equipment were 
realized. The final paragraph of the memorandum reads: “We 


Army and the Air Force, each of which feels that it is entitled to just 
as favorable credit terms as those extended to the Navy.” (/id, 
823.56/8-2655) 





523. Letter From the Acting Secretary of State to the Assistant 
Secretary of Defense for International Security Affairs 
(Gray)’ 


Washington, September 3, 1955. 


Dear Mr. Gray: The Department of State is transmitting to the 
Defense Department through established channels, several recent 





*Source: Department of State, Central Files, 723.56/9-355. Secret. Drafted by 
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requests from the Peruvian Government for the purchase of military 
equipment,’ including: 
1. Thirty-five medium tanks, with a os equipment; 
2. One-hundred-pound, two-hundred-and-fifty-pound and 
one-thousand-pound bombs desired for the Peruvian Air Force; 
3. Twenty-two B-26 and four F-86 aircra‘t; 
4. Equipment desired for installation in two submarines current- 
hey. being constructed for the Peruvian Government by the Electric 
Division of the General Dynamics Corporation.’ 


With the exception of Item No. 1, all of the equipment is 
desired by the Peruvians for purchase on deferred payment terms. It 
is understood that the total price of the equipment desired on credit 
would be about $11 million. If this amount should be added to the 
$15 million in credit recently approved for the construction of two 
submarines and to the $6 million approved for the purchase of 
fighter aircraft, the total military credit extended Peru during the last 
twelve months would reach a figure of approximately $32 million. 
This would be about one-half of the total amount of military credit 
approved for the entire Latin American area to date. 

Although the State Department would have no objection to 
Peru's being sold the equipment itemized above on terms of cash 
payment in advance of delivery, either of the following two reasons 
would appear to argue strongly against our approving additional 
military credit to Peru at the present time. First, it will not be 
possible to deny the claims of other Latin American countries for 
proportionate amounts of military credit and at the same time 
maintain friendly relations with them. It is assumed that the Defense 
Department would not be prepared to make available the funds 
necessary to finance proportionate amounts of credit for Ecuador, 
Brazil, Chile and other Latin American countries likely to request 
similar treatment. 

Secondly, relations between Peru and Ecuador are at the present 
time severely strained because of the boundary dispute between the 
two countries. Recent acquisitions of armament by both countries 
have intensified this unfortunate situation. Although we are not at 
present prepared to deny to either country the opportunity to 
purchase United States armament on a cash basis, we cannot afford 
to expose ourselves to the charge that we facilitated the acquisition 





? The requests zre attached but not printed 

*In a memorandum to Holland, dated September 6, Barnes informed the Assist- 
ant Secretary that after signing the letter to Defense, Hoover had expressed some 
doubts about whether equipment for the submarines should be included in the 
proposal. At Hoover's request, an official at Defense was informed by telephone <: 
his doubts, and he replied that that point would be taken into consideration when a 
reply was drafted. (Department of State, Central Files, 723.56/9-355) 
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of armament by either party by offering equipment on easy payment 
terms. 

The State Department desires to transmit the enclosed note to 
the Peruvian Government, indicating that we are prepared to sell 
Peru equipment on a cash basis but cannot extend additional mili- 
tary credit at the present time.* In order that the Peruvian Govern- 
ment may be promptly advised of our views, we would appreciate 
receiving the comments of the Defense Department as soon as 
possible.* 

We consider it essential that the United States diplomatic and 
military representatives avoid implying to Peruvian representatives 
that our decision on this case was based on Peru-Ecuador boundary 
considerations. The State Department is requesting its officers in 
Peru and the United States to avoid making such implications, and 
we hope that the Defense Department can take similar precautionary 
measures. 

Sincerely yours, 

Herbert Hoover, Jr.° 





* Not printed, but see footnote 1 above. 

°In an earlier version of this letter, this sentence read: “In order that the Peruvian 
Government may be promptly advised of our views, I would appreciate the comments 
of the Defense Department being communicated to me or to Assistant Secretary 
Holland by telephone today, if at all possible.” 

* Printed from a copy which bears this stamped signature. 





524. Letter From the Assistant Secretary of Defense for 
International Security (Gray) to the Acting Secretary of 
State’ 


Washington, 23 September 1955. 


DEAR MR. Hoover: I refer to your letter of 3 September 1955 
requesting comments by the Department of Defense on a proposed 
diplomatic note from the Department of State to the Peruvian 
Government. 

The Department of Defense interposes no objection to the sale 
to Peru on terms of cash payment in advance of delivery of any or 
all of the matériel itemized in your letter. However, with respect to 





* Source: Department of State, Central Files, 723.56/9-2355. Secret. 
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the equipment for the two submarines, it is believed desirable to 
leave open the question of financing for the following reasons: 


(a) To require the Peruvian Government to pay cash in advance 
may force them into a foreign market where credit is available and 
where the equipment can be pee at more favorable prices. 

(b) From a military standardization point of view it is desirable 
to insure that the equipment is of U.S. origin. 

(c) The equipment should be available to the Electric Boat 
Company on a phased schedule in order that the production of the 
two submarines will not be delayed. 


The Department of Defense believes that all requests for credit 
should be considered on their merits and in the light of conditions 
existing at the time they are submitted. In approving the extension 
of credit to Peru, the Department of Defense does not commit itself 
to granting proportionate amounts of credit to other Latin American 
countries. 

Representatives of the Department of Defense who are con- 
cerned with transactions with Peru have been instructed to avoid 
any implication that our decision on this case was based on Peru- 
Ecuador boundary considerations. 


Sincerely yours, 
Gordon Gray 

















1054 Foreign Relations, 1955-1957, Volume VII 








525. Letter From the Assistant Secretary of State for Inter- 
American Affairs (Holland) to the Assistant Secretary of 
Defense for International Security Affairs (Gray)' 


Washington, October 26, 1955. 


DeAR Mr. Gray: In your letter of September 23, 19557 
(I-14786/5) to Mr. Hoover you suggest that we leave open the 
question of additional credit for equipment for the two submarines 
being constructed by the Electric Boat Company for the Peruvian 
Government. I understand from the reasons given in your letter that 
the Department of Defense considers that it would be desirable to 
provide additional credit for the construction of these two subma- 
rines in order to assure that they are purchased in the United States 
in furtherance of our policy on arms standardization in Latin Ameri- 
ca. 

It has been my understanding that the Department of Defense 
originally urged a loan of MDAP funds for the construction of these 





* Source: Department of State, Central Files, 723.56/9-2355. Secret. Originally 
drafted by Sayre on October 14. At that time it consisted of four paragraphs. The 
third paragraph, omitted in the final text, reads: “While I recognize the importance of 
having Latin American governments procure their military equipment from the United 
States, | believe you would agree that our arms standardization policy must be 
considered along with other policies. You are probably aware of the political difficul- 
ties that the credit already granted Peru has created in our relations with other Latin 
American countries, especially Ecuador, and with Peru itself because we have been 
unable to provide comparable credit to the Army and Air Force of Peru. It is partly 
because of these political difficulties that the Department of State considered it 
inadvisable to grant further credit to Peru. I would not consider furtherance of the 
standardization policy alone as sufficient j tion for modifying that view.” 

The original draft was cleared in , OSA, and U/MSA; and transmitted to 
Holland with a memorandum, dated October 18, from Robert Folsom. Folsom’s 
memorandum suggested that since Hoover had participated in previous discussions on 
the submarines, Holland might want to discuss the proposed reply with him before 
signing it. A memorandum to Holland from Cecil Lyon, dated October 19, recom- 
mended the omission of the original third paragraph. Lyon said he thought that 
civilians rendered themselves vulnerable when, after the principle of standardization 
had been adopted, they tried to evaluate when standardization was or was not 
desirable. A handwritten note at the end of Lyon’s memorandum, presumably by 
Holland, directed it to Folsom with the following comment, “I would omit 3rd 4, sign 
& clear across Hoover's desk.” 

A memorandum from Folsom to Holland, also dated October 19, informed him 
that the letter to Gray had been redrafted on that day by Sayre, as Holland had 
suggested, and was attached. It had been cleared in AR, OSA, U/MSA, G, and U. 

agraph had been inserted in the first place because 
Defense had originally justified the submarines on the basis of hemisphere defense, 
and it was felt that the letter from Defense “provided an opportunity to point up our 
desire that military assistance to Latin America be based on a consistent policy and 
something sounder than standardization. While the second paragraph touches on this 
point, it was thought it might be useful at this time to make our position clear.” (/bid.) 

Supra. 


- 


>* 
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two submarines, not on the basis of standardization, but because the 
Department of Defense determined that these submarines could 
make an important contribution to the defense of the Western 
Hemisphere. I also understand that since the loan was made with 
MDAP funds transferred to the grant military assistance program for 
Peru it could only be extended in accordance with the provisions of 
section 105 (b) (4) of the Mutual Security Act of 1954. If this 
understanding is correct, and the Department of Defense continues 
to consider that these two submarines are required for hemisphere 
defense, the Department of State would concur in the additional 
credit, which I understand is less than $1,000,000. 

The penultimate paragraph of your letter refers to the general 
policy that the Department of Defense believes should be applied in 
granting credit for the purchase of military equipment. We are now 
considering the procedures and criteria which the Department of 
State believes should govern the granting of credit for the purchase 
of military equipment and this will be the subject of a subsequent 
letter. 

Sincerely yours, 

Henry F. Holland’ 





> Printed from a copy which bears this stamped signature. 
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526. Memorandum From Edgar L. McGinnis, Jr., of the Office 
of South American Affairs to the Director of the Office 
(Bernbaum)! 








Washington, December 19, 1955. 


SUBJECT 
Summary of Holland Visit to Peru, November 22-25, 1955” 


Informal reports from Ambassador Briggs indicate that the Hol- 
land visit to Peru was successful in impressing upon the Peruvians 
the sincerity of our desire to help them and the genuineness of our 
friendship for Peru. Press notices regarding the trip were voluminous 
and uniformly favorable although some general criticism was ex- 
pressed regarding United States cotton and sugar policies. 

There were five principal problems discussed, namely: cotton, 
sugar, Eximbank loans, the unrecognized commercial debt, and the 
200-mile limit. These questions are taken up below. 

Cotton. Mr. Holland took the occasion to explain our cotton 
policy which has created considerable apprehension in Peru. Peru’s 
immediate concern was with the program to sell one million bales of 
surplus cotton on a bid basis next month. The Peruvian Embassy 
here had registered Peru’s deep concern regarding this disposal 
program earlier in the year. The program contemplates the sale on 
the world market of one million bales of lower quality, short staple 
cotton at competitive bid prices. Mr. Holland explained that the 
cotton in question is short staple, lower quality fiber not directly 
competitive with Peru’s long staple variety. He stated that it is our 
policy to guard against any action which will depress world cotton 
prices in carrying out the sale of this cotton.’ 

Sugar. Mr. Holland explained that pending sugar legislation here 
will, if passed, result in a doubling of Peru’s sugar quota within five 
years. While it appears that this statement was well received, Peru- 
vian sugar producers are still apprehensive over the possibility that 
Peru may not be able to avail itself of an increased quota in the 





"Source: Department of State, Central Files, 110.15-HO/12-1955. Confidential. 
Copies were sent to Samuel Waugh, Atwood, Corbett, and Charles R. Harley of the 
Department of the Treasury. 

* Holland, along with Bernbaum and Waugh, visited Peru as part of a general trip 
to five South American countries. In despatch 326 from Lima, December 7, the 
Embassy summarized the economic discussions which the Holland-Waugh party had 
during their visit. (/bid, 033.1120/12~755) In a memorandum dated December 12, 
Holland briefly noted the problems which he errcountered in Peru. (/bid., 110.15-HO/ 
12-1255) 

* Documentation on U.S.-Peruvian relations regarding this matter is ibid., 
411.2341. 
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United States market, because it is not a member of the International 
Sugar Agreement. It may be observed here also that the Peruvian 
press reported Mr. Holland as stating that the proposed legislation 
would “ipl Peru’s U.S. quota. 

Loans. In connection with Peru’s application for a $15 million 
loan for the Marafion highway, the Peruvians were told that detailed 
cost data would be necessary before further consideration could be 
given to it. It was suggested that an engineering firm be hired by 
Peru to work up these estimates. Peru was likewise informed that 
the Eximbank would prefer that the construction contracts for the 
highway be placed upon a competitive bid basis instead of having 
the construction covered by a concession contract as it is at present. 
It was indicated that if these conditions were met, favorable consid- 
eration would be given to the loan application. 

Since the return of the Holland group, the Export-Import Bank 
has prepared a letter to go forward to the Peruvians along the lines 
mentioned above. The letter will also state that the cost to the 
Peruvians of hiring an engineering firm to make cost estimates may 
be financed by a loan from the Bank.‘ 

The Finance Minister, Guimoye, stated that the Peruvians need- 
ed a $9 million loan to complete the construction of the steel mill 
which was being financed by French interests. Guimoye was prom- 
ised that this matter would be considered in Washington and the 
Peruvian Government given an answer thereon when the Holland 
group returned to the United States. In its analysis of this loan 
request, the Export-Import Bank has determined that the loan in 
question is sought to cover an operating deficit of the Santa Corpo- 
ration which is in charge of constructing the steel mill. The proceeds 
of the $9 million loan would therefore go to the French creditors and 
would not result in any increase in United States export trade. Under 
the circumstances the Bank will inform the Peruvian Embassy here 
that it cannot give favorable consideration to this type of loan. 

Unrecognized Commercial Debt. Mr. Holland took up with the Fi- 
nance Minister the unsettled claims of a number of American firms 
against Peru for reimbursement for losses resulting from the termi- 
nation of exchange controls in 1949. These claims amount to approx- 
imately $4 million. While their validity has been recognized by 
numerous high officials of Peru, they have not yet been settled. The 
Finance Minister informed Mr. Holland that negotiations were un- 
derway at present with the various creditors with a view to paying 





* This letter was apparently transmitted to the Embassy in telegram 258 to Lima, 
December 27. (Department of State, Central Files, 103-XMB/12-2755) Additional 
documentation on this subject is ibid, 823.2612. 
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this indebtedness in bonds. Guimoye said that he hoped the matter 
soon would be concluded. 

The foregoing information is considered to be very encouraging, 
since Peru has made only fumbling efforts to liquidate these debts. 
However, Guimoye left office shortly after the departure of the 
Holland group and there is a possibility that this plan may lose 
headway as a result of his leaving. A report on this matter is now 
being awaited from Embassy Lima.° 

200-Mile Limit. Mr. Holland discussed with President Odria our 
position regarding the territorial waters dispute. The President in- 
formed Mr. Holland that Peru seeks only assurances for the protec- 
tion of marine resources off its coast. Odria suggested that the 
United States negotiate a bi-lateral conservation convention with 
Peru in terms permitting each country to maintain its position 
regarding the sovereignty issue. While recognizing the merits of the 
United States’ position based upon worldwide strategic responsibili- 
ties, Odria emphasized the emotional state of Peruvian public opin- 
ion on this issue and that time is therefore required for the gradual 
abandonment of claims of sovereignty. 

Since the departure of the Holland group, Embassy Lima has 
been instructed, with respect to the Quito Fisheries Meeting of the 
CEP countries December 12, that it should endeavor to have Odria 
instruct the Peruvian delegation to avoid any commitments which 
would create difficulties for the negotiation of the agreement men- 
tioned by Odria to Holland on November 24. 

In subsequent discussions with the Peruvian Government, the 
Embassy was assured that the Quito meeting would be “exclusively 
technical” and would not affect the suggestion that Odria made to 
Holland regarding a possible bi-lateral agreement. Despite this, Am- 
bassador Briggs anticipates that the Peruvian delegates might find it 
difficult to work out any agreement on a technical plane that ignores 
the sovereignty issue. He also reported that the Peruvians have not 
attempted to work out any basis for the bi-lateral agreement sug- 
gested by Odria. The Quito meeting is now in progress. 





* Apparent reference to despatch 333 from Lima, December 13. (/bid, 223.1141/ 
12-1355) 














527. Editorial Note 


Telegram 587 from Lima, April 12, reported that the Peruvian 
Government had officially requested assistance to cope with a seri- 
ous drought in the southern part of the country. Embassy personnel 
had been aware of drought conditions in the Puno—Cuzco area for 
some time and agreed that the need for aid was serious. The final 
paragraph of the telegram urged “maximum effort meet Peruvian 
requirement for economic, political and humanitarian reasons.” (De- 
partment of State, Central Files, 411.2341/4—-1256) 

Telegram 598 from Lima, April 17, reported that the Peruvian 
Minister of Agriculture had given the Foreign Minister a statement 
of the emergency needs resulting from the drought, and the Foreign 
Office was drafting an official note requesting United States assist- 
ance. The Ambassador suggested that, because the Peruvian Govern- 
ment lacked experience in handling famine relief, the Department of 
State should consider sending a competent administrator with expe- 
rience in that field to work with the Peruvian officials. (/bid., 
411.2341/4-1756) 

Telegram 410 to Lima, April 18, informed the Embassy that the 
Department would be sympathetic to the Peruvian request for 
assistance, and listed some tentative amounts of supplies that it 
could consider sending. According to the telegram, the Department 
was studying the relative merits of handling the relief aid under 
Title I of Public Law 480, or a combination of Titles I and II. (Under 
Title I, surplus agricultural commodities were sold to the recipient 
country for foreign currency; under Title [I] they were given to the 
recipient country.) (/bid.) 





528. Telegram From the Director of the International 
Cooperation Administration (Hollister) t» the Embassy in 
Peru’ 


Washington, May 1, 1956—6:30 p.m. 


Icato 229. Joint State/USDA/ICA. Reference—Embtel 622.’ 





* Source: Department of State, Central Files, 411.2341/4-2656. Confidential; Niact. 
? Dated April 26, telegrarn 622 reported a conversation the Ambassador had with 
the Foreign Minister on April 26 concerning the drought relief program. (/bid ) 
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1. You are authorized to offer GOP under Title II, PL 480 2000 
long tons nfds milk and up to 45,000 long tons grain of which 25000 
tons tentatively considered to be wheat and/or wheat flour, 10,000 
yellow corn and 10,000 barley, on condition terms para 4 below and 
that GOP (1) agrees to conclude current negotiations Title I PL 480 
approximately 40,000 tons wheat; (Title [I] shipments per para 2 
below need not be delayed pending conclusion negotiations); (2) 
purchase usual marketings wheat under Title | program; (3) agree to 
take in addition a minimum of 90,000 tons grain tentatively consid- 
ered to be wheat 50,000; corn 20,000; barley 20,000 under Title I on 
terms to be agreed upon. FYI 90,000 tons being considered as 
correct. End FYI. 

2. Upon receipt GOP acceptance terms expressed para 1, ICA/W 
will arrange promptly for earliest possible shipment Title [I grain. 
Shipping likely be tight and will require promptest action if first 
shipments to arrive Peruvian ports June. 











adequate under Title I. 
modities and will include such requirements as: 





be distributed following US. approval of the drought aid program. (/hid 411.2341/ 
4-2156) 
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tonnage must be in US flag vessels, unless waived by ICA/W basis 
nonavailability. 
7. Neal concurs. 
Hollister 





529. Telegram From the Ambassador in Peru (Briggs) to the 
Department of State’ 


Lima, May 2, 1956—S5 p.m. 


637. Re my phone call to Lyon this morning.? Without minimiz- 
ing difficulties Department has overcome in working out with other 
agencies concerned emergency relief program for Peru, I apprehend 
that manner of our proposed reply may rob American generosity of 
large part of benefit in terms Peruvian goodwill which should 
legitimately accrue to US Government. In fact I foresee that note 
embodying Icato 229° may produce effect of striking friend with wet 
fish. It can impair goodwill instead of creating it and can encourage 
our enemies falsely to accuse us of being busybodies governed by 
selfish motives. 

For example Peru can allege we are — sing her need in order to 
force pending PL 480 agreement down government's throat, whereas 
that arrangement should be divorced from pending appeal for help. 
(We have good prospect of working out that agreement which we 
understand has now been approved all along lines: its prior accept- 
ance by Peru has no place in relief agreement).‘ 

Again, to demand pledge of “complete information” (paragraph 
4d) in present circumstances of excellent USOM collaboration from 
Peru is clearly superfluous, if not pointedly declaring lack of confi- 
dence in Peru's ability with our cooperation to handle program. 





‘Source: Department of State, Central Files, 411.2341/5-256. Confidential; Niact. 

? No record of this telephone conversation has been found in Department of State 
files. | 

* Telegram 440 to Lima, May 4, advised the Ambassador that the Spanish and 
English texts of the P.L. 480 agreement with Peru that the Embassy had previously 
transmitted to Washington were acceptable, and he could proceed to sign the 
agreement. It stated that the Department of Agriculture planned to announce the 
signing of the agreement on May 7. (Department of State, Central Files, 411.2341/ 
4-556) 
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Thirdly, bag marking pledge (paragraph 4b) a desirable provi- 
sion, can be worked out as program develops but should have no 
place as initial commitment demanded of Peru in exchange for our 
aid. (For instance, we can inform Peru that we are labeling bags of 
relief grain “al Peru de sus amigos Norte Americanos” or some such 
legend, and request authority put similar marking on goods landed 
in bulk Southern ports. I am confident Peru will have no objection 
provision this nature if appropriately presented). 

What I hope to receive is authorization inform Peru in effect 





orally to pation eilichdls wetteees teapeat { fascee Gay ase naw 
embodied in our written reply to Peruvian request for assistance. 


I repeat that generosity of our response and good effect thereof 
on our relations can be undermined by manner of our reply and “eat 
it dear, it’s spinach” aspect of provisions cited. As Department aware 
we are not infrequently criticized by our Latin American friends on 


precisely this score. 
~~ + bespeak Department's further consideration in light 





accepted with 
823.49/5-1056) Despatch Toica A-822, May 
Foreign Office note of May 8. 





530. Editorial Note 


The Peruvian presidential election, held on June 17, resulted in 
the election of former President Manuel Prado Ugarteche. Documen- 
tation on this subject is in Department of State, Central File 723.00. 

Telegram 6 from Lima, July 3, reported that the Embassy had 
received a note from the Peruvian Foreign Office, dated July 2, 
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stating that the Government of Peru would be happy to receive a 
special mission representing the United States for the inauguration of 
President-elect Prado on July 28. (/bid., 723.11/7-356) Telegram 23 to 
Lima, July 16, informed the Embassy that the Secretary of State 
would head the United States Delegation to the inauguration. (/id., 
723.11/7-1656) The names of the other members of the United 
contained in press release 402, July 20, printed in Department of 
State Bulletin, July 30, 1956, pages 187-188. 





531. Telegram From the Ambassador in Peru (Achilles) to the 
Department of State’ 


Lima, July 29, 1956—11 p.m. 


93. During calls on Odria* and General Mendoza’ Secretary took 
occasion to congratulate them on economic policy followed by Odria 
administration. Otherwise his only substantive conversation here 
was with Prado July 27. Following is summary. Full memo by 
despatch.‘ 

Prado obviously greatly pleased that Secretary had been chosen 
represent President Eisenhower at Peruvian inauguration. He recalled 
his cooperation with US during last regime and declared intention 
follow similar policy in future. Prado showed particular pride in 
having been leader of allied cause in Latin America during last 
World War. Recalled when he was in US as guest President Roose- 
velt 1942 he had warned that USSR would cause trouble to allies 
but that President had insisted fears unfounded. Prado said President 
had urged him establish diplomatic relations USSR but latter re- 
fused. 

Secretary emphasized US satisfaction over Peruvian economic 
policies and noted advantages free enterprise amply demonstrated in 





* Source: Department of State, Central Files, 723.11/7-2956. Secret. 

*A memorandum of Dulles’ conversation with Odria was forwarded to the 
Department in despatch 70 from Lima, August 2. (/bid., 110.11-DU/8-256) 

General Juan Mendoza, Peruvian Premier and Minister of Education. 

* Despatch 63 from Lima, August 1, transmitted a memorandum of this conversa- 
tion, together with copies of the four memoranda given to the Secretary of State by 
President Prado. The memoranda were entitled: (1) The Peruvian-Ecuadorian Bound- 
ary, (2) Continental Defense, (3) Trade Relations between Peru and the U.S.A., and 
(4) Cotton and Sugar. (Department of State, Central Files, 723.11/8~-156) 
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Peru. Prado asserted he had followed similar policies in first admin- 
istration and would make every effort «continue along this path. 
Prado said one of obstacles to attracting greater foreign investment 
was double taxation and expressed hope negotiate treaty with US 
eliminating double taxation of profits earned by US investors in 
Peru. 

Holland recalled that at Rio Economic Conference Secretary 
Humphrey had stated US glad negotiate tax treaties OAR and had 
offered include provisions establishing that taxes remitted by foreign 
governments as incentive to new industries might be taken as credit 
against US income tax as if paid abroad. 

Secretary raised question territorial waters and stressed broad 
security requirements important to whole free world. Pointed out if 
we admitted right of states unilaterally to extend territorial waters 
indefinitely we might be faced with similar claim by USSR which 
would make close observation around periphery USSR and China 
impossible. If US aircraft unable get nearer than 20 miles coast iron 
curtain countries it would be unable discharge functions vital to free 
world. Prado supported views Secretary re security and said Peru's 
interest was preservation resources sea from exhaustion. Secretary 
replied he felt we could satisfy this interest through international 
convention avoiding any assertion international sovereignty. Prado 
said some way would still have to be found prevent other (Europe- 
an) nations from fishing indiscriminately in convention area. Holland 
suggested problem could be solved through open-ended conservation 
treaty to which nations desiring fish convention area could adhere. 
Prado and Secretary preferred if possible obtain adherence at outset 
any countries now fishing potential convention area. 

Secretary expressed US concern over international communism. 
Said US had established special organization reporting directly to 
President and Secretary of State on subject and asked whether Prado 
would consider establishment similar organization. Latter wholly 
sympathetic and promised study matter carefully. Secretary ex- 
pressed willingness arrange exchange information re communism 
between US and Peruvian organizations and also offered US assist- 
ance technical training this field. 

Secretary then raised cotton and sugar questions. Re former said 
President Eisenhower had objected strenuously to quota provision in 
Agriculture Act and had said he would administer in way which 
would do least damage economics friendly countries. Stressed great 
influence US cotton and sugar producers in US Congress. Re sugar 
Secretary assured Prado US would do whatever it could to give Peru 
larger share US market within limitation international sugar agree- 
ment and US domestic legislation. Believed administration might be 


able assign Peru unused portions quotas of other countries during 
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October or November. Prado noted that though Peruvian sugar 
exports insignificant compared total consumption of US nevertheless 
highly important to Peru’s economy. 

President Prado brought up Ecuador-Peru boundary question 
and expressed virtually same view as taken in recent communica- 
by Rio Protocol 1942 during his first administration and by subse- 
quent Braz de Aguiar award.‘ Secretary referred to guarantor recom- 
mendation re aerial survey of disputed area. Assured Prado we had 
added survey only applied to disputed portion. To Prado’s observa- 
replied our own experts advised us maps not usable because of 
atmospheric conditions and because techniques not sufficiently ad- 
vanced in 1947 to obtain accurate results. Holland said progress 
Ecuador-Peru negotiations blocked by geographic fact which obstacle 
guarantors believed could be overcome by survey. This would permit 
parties to move ahead in settlement of real problem. Prado gave no 
indication acceptance guarantor proposal but instead reiterated state- 
ment that maps existed and next step should be establishment final 
boundary markers. 

Finally Prado expressed full support standardization armament 
in Latin America along US lines and said proposed follow such 
program for Peru. Hope US could supply equipment at prices 
comparable European offers. Secretary agreed completely and said 
President Eisenhower had in recent conversation with him advocated 
this as sound hemisphere policy. To Secretary's observation that 
Peru had recently acquired British aircraft, Prado replied “not I”. 

Above conversation lasted one hour and ten minutes. On Secre- 
tary’s departure Prado handed him four memos. One was on Ecua- 
dor boundary and followed line Peruvian note to guarantor foreign 
ministers last January. Main point was Braz de Aguiar award was 
agreed upon by parties and should be complied with whatever the 
topographical details of pertinent area. Only new statement was that 
mixed Ecuador-Peru boundary commission might require assistance 
another Brazilian technician in lieu Braz de Aguiar for fulfillment 
latter's 1945 decision. 

Second memo reiterated above Prado statements re stand- 
ardization military arms and added such cooperation by US would 
permit Peru apply resulting savings to improve Peruvian living 
standards. 
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Third memo deals with trade relations. States Peruvian imports 
from US considerably exceed Peruvian exports to US and therefore 
necessary remove US limitations on latter to reduce unfavorable 
balance. Asserted US should not prejudice Peruvian exports other 
markets as at present. Example sale of American cotton for local 
currencies to such countries as Chile and Colombia which are 
traditional Peruvian markets now displaced. Also criticized “enor- 
mous dumping program” which has caused fall of eight cents per 
pound in price cotton, this meaning decrease of $12 million in Peru’s 
annual foreign currency income. Prado said US could do much to 
facilitate economic development Peru and mentioned specifically 
reduction on taxes of profits US corporations in Peru. Referred to US 
lending agencies and International Bank as indispensable to finance 
large foreign currency expenses in public works. Also desirable 
enlarge Peruvian market for American products. 

Fourth memo devoted specifically to cotton and sugar. Said only 
practical and equitable solution world overproduction and surplus 
cotton problem could be for US gradually remove any support of 
domestic prices. This would lead to decrease world prices. All 
countries would be in similar situation and production in each would 
be reduced in marginal areas without resort to unfair dumping 
measures. Re sugar memo recommended Secretary Agriculture not 
apply punitive clause of sugar act to Peru thus allowing this country 
small increases of quotas granted under sugar law. Emphasized 
Secretary not compelled apply this clause. Also recommended that 
US support Peru in meeting International Sugar Council Geneva next 
October to help Peru obtain “fair and vital’ quota 457,000 metric 
tons annually for export to free world. Said this is Peru’s only 
condition for entering world sugar agreement.° 

Achilles 





* Dulles left Peru on July 28, curtailing his planned tour of several South 
American countries, in order to return to Washington and consider developments 
relating to Egyptian President Gamal Abdel Nasser’s nationalization of the Suez Canal 
Company. 
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532. Memorandum of a Conversation Between the Former 
Peruvian Ambassador (Beltran) and the Assistant 
Secretary of State for Inter-American Affairs (Holland), 


Department of State, Washington, July 30, 1956’ 


SUBJECT 
Peruvian Matters 


Mr. Beltran* opened by asserting that in his judgment the Prado 
Government would do everything that it could to assure good 
government and progress in Peru. He said that President Prado did 
not have the support of substantial sectors of the more prosperous 
people because they felt that he was too much of a politician. He, 
however, felt that this was important since President Prado would 
be able to elicit public support for his policies. 

He listed the principal problems of the country as follows, 
saying that the Government could not solve them without the 
support of the United States: 

(1) Public Housing 

He said that he had urged President Prado to bring down from 
the United States experts to advise him on how to go about a public 
housing program. He said, however, that it would be necessary for 
the United States to extend credit for it. 

(2) Land Reform 

He said that it would be essential to avoid communism and to 
achieve reasonable progress in a number of areas of the country that 
the Government buy up some of the large land-holdings and resell 
them to local farmers. He insisted that he was not in favor of 
expropriation, but rather recommended, instead, conventional pur- 
chases of these large land-holdings for subdivision and resale. This 
again would require assistance from the United States for the financ- 
ing. 

(3) Roads 

He pointed out the inability of producers in many parts of the 
country to get their products to market and the need for roads to 
achieve this. 

In response, I made more or less the following statement: 

(i) The United States foreign policy is designed primarily to 
serve the interests of the people of the United States. It is essential 
that Peru understand the United States foreign policy in order to see 





* Source: Department of State, Central Files, 723.00/7-3056. Secret. Drafted by 
Holland on August 13. 
? Pedro Beltran, Peruvian Ambassador to the United States, 1944-1946. 
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the ways in which United States assistance and aid can be obtained 
within the limitations of our policies. 

On financing I said that the Export-Import Bank is today 
following what is perhaps the most liberal banking policy ever 
offered by such an institution anywhere in the world. Our policy is 
now to undertake to satisfy every application for a loan to finance 
U.S. goods and services for developmental projects where the project 
is sound and is in the interest of the two countries, where the loan 
is within the borrower's capacity to pay and the Bank’s capacity to 
lend. I described in considerable detail the Bank’s performance over 
the past few years showing how generously this policy has been 
implemented. 

As regards financing for the local currency costs of development 
projects, I described our PL-480 programs. Mr. Beltran pointed out 
that most of the cost of low-cost housing projects and of land 
reform would have to be incurred in soles and that dollar credits, 
therefore, would not be very useful for them. I pointed out how in 
the course of the present year the United States will sell approxi- 
mately $150 million of agricultural reserves in Latin America and 
will lend back to the Latin American governments some $110 million 
of the proceeds of those sales. I pointed out that out of the loans to 
Peru of the local currency product of sales of agricultural reserves 
here, I was not aware that any substantial portion had yet been 
pledged by the Peruvian Government. In other words, it is probably 
true that the Peruvian Government can at this time plan to use the 
portion of these local currencies lent to it to finance low-cost 
housing projects and to finance land re-subdivision. 

I was surprised to find that Mr. Beltran was apparently com- 
pletely uninformed either as to Export-Import Bank policy and 
performance or as to the PL-480 programs in which we are engaged. 

I went on to say that in my judgment no other area of the 
world had found itself in so favorable a position as regards economic 
progress if that area of the world was willing to undertake real self- 
discipline. As regards commerce, the policy of the U.S. Government 
is today to protect the access of Latin American products to the U.S. 
market. Until last month when the Congress passed the Agricultural 
Act of 1956 containing a provision restricting the access of Peruvian 
cotton to the U.S. market not one regulation or piece of legislation 
became effective reducing the access of one Latin American product 
to the U.S. market. Even in this one case, the President, in signing 
the bill, had stated that he would ask the next Congress to correct 
this pernicious clause and that, in the meantime, he would adminis- 
ter it with great caution so as not to prejudice the economies of 
friendly nations. Mr. Beltran was apparently unaware of this situa- 
tion as well. 














Peruvian-Ecuadoran Boundary Dispute 


I described to Mr. Beltran the conversation between the Secre- 
tary and President Prado, pointing out our anxiety that President 
Prado understand that the guarantors in recommending an aerial 
survey of the unmarked portion of the boundary, had no intention 
of reopening any other portions of the boundary. I explained that 
the parties were now blocked from any real progress by disputes 
over geographical facts. It is in the interest of both parties that the 
physical situation on the ground be defined in order that our 
discussions may be directed at the establishment of a boundary 
instead of in sterile disputes as to what the geography of the area is. 
He agreed that if he had an opportunity to do so he would urge 
President Prado to agree to such a survey and would point out to 
him the reasons behind the request of the guarantor that the survey 
be made. 


Armaments 


I told Mr. Beltran that in my judgment it was a great mistake 
for Peru and Ecuador to be wasting as much of their assets in the 
purchase of arms as it appears that they are wasting. I pointed out 
specifically the loan requested and obtained by Peru of $15 million 
to buy two submarines which in my judgment are wholly unneces- 
sary for the defense of the country. He agreed with some enthusi- 
asm and asked why the United States would not take the initiative 
in urging a Latin American conference on disarmament. 

I replied that our policy with respect to maintenance of peace in 
the hemisphere was as follows: Over a number of years we had 
made the mistake of intervening unilaterally in the domestic affairs 
of Latin American countries to reestablish peace when it had been 
disrupted. In such cases we did achieve the reestablishment of peace 
but we also reaped a harvest of ill-will not only in that country but 
in all other countries of Latin America. In recent years we have come 
to the conclusion that by far the best way to work toward the 
maintenance of peace in the hemisphere is through the OAS. There 
the United States’ influence can be made felt just as effectively, but 
without the prejudicial results that always flow from our unilateral 
intervention. I described to him in some detail the facts surrounding 
the settlement of the conflict between Nicaragua and Costa Rica. I 
also recalled to his mind the prompt and effective action of the OAS 
in the recent dispute between Ecuador and Peru. I pointed out to 
him how such a record of prompt and effective performance on the 
part of the OAS had actually achieved considerable relaxation of 
tensions between countries with traditional ill-will. I pointed specifi- 
cally to Haiti and the Dominican Republic, to Nicaragua and Costa 
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Rica and to the problems between Ecuador and Peru. He agreed that 
this was, indeed, the best and most effective way to maintain peace. 

Referring to his proposal of a disarmament conference I said 
that I felt that if the U.S. were to take the initiative in proposing 
such a conference our motives would be subject to suspicion and 
there would be considerable criticism. I said that, on the other hand, 
if President Prado, preferably accompanied by several other presi- 
dents of the area were to propose such a conference we would be in 
a position to respond favorably and to try to help out in achieving 
its holding. He said that he would discuss this with President Prado 
and undertake to get his support for the proposal. 

I emphasized that in my judgment it was of great importance 
that Peru follow the sound economic policies which have given it a 
position of leadership in this field in Latin America. I pointed out 
specifically that Peru follow policies that will effectively control 
inflation and that will establish the integrity of Peruvian currency. I 
referred to the need to balance the domestic budget and to insure 
that the dollar income of the economy is not wasted in unessential 
imports. He replied that he was in complete agreement with me on 
these points, that he had worked to achieve them for some time and 
that he would continue to do so. 


Communism 








Mr. Beltran said that he was one of those who over the years 
had always argued that Peru had no communist problems. He said 
that as a result of the last elections he now saw that Peru had a very 
difficult and immediate communist problem. He said that in the 
course of the elections he asked from time to time why the Prado 
group selected certain individuals of whose background he had very 
unfavorable reports. The reply was that these individuals controlled 
the communist elements in certain parts of the country and would 
therefore be able to achieve an overwhelming majority of the votes. 
To his amazement this is exactly what occurred. This convinces him 
that communist leaders are able to control the majority of the votes 
in certain parts of the country, particularly in the Indian areas near 
Bolivia. He seemed to feel a great deal of concern about this problem 
and felt that one of the first steps towards its solution was that of 
raising the standards of living of the Indians in the highlands of 
Peru. 

As regards his contacts with President Prado he said that he was 
not an intimate adviser, but that he felt that he had frequent and 
easy access to the President and that the President would listen to 
him without resentment. He said that he had known the President 
for many years and had always been able to talk to him in a very 
frank way and that he would continue to do so. 
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I talked to him at considerable length about the need that the 
Government follow policies encouraging private enterprise in Peru. I 
said that the United States Government was devoted to the principle 
of private enterprise, not because of any doctrinaire reasons, but 
simply because we were convinced that better than any other system 
yet devised it had demonstrated its capacity to increase production 
and to raise standards of living. I said that to us private enterprise 
meant that type of private enterprise with a social conscience, 
private enterprise that realized that economic progress is meaningless 
unless it is reflected in raising the standards of living of the people 
who work for the various different enterprises. I said that in our 
judgment private enterprise meant private enterprise rooted in the 
people of a particular country. I said that it was essential that the 
Government of Peru adopt those policies and programs which are 
designed to inspire confidence in its own investors leading them to 
repatriate their capital from abroad and invest it in productive 
enterprises here in Peru. I said that in my judgment programs and 
policies designed to attract foreign investors are meaningless unless 
they are directed first at the creation of confidence among domestic 
businessmen and investors. If such confidence is achieved, then little 
additional need be done to bring private investors if they are 
wanted. He expressed agreement, of course, on these points as well. 





533. Memorandum of a Conversation, Department of State, 
Washington, April 12, 1957’ 


SUBJECT 
Peruvian Request for a Cruiser 
PARTICIPANTS 


Ambassador Berckemeyer, Embassy of Peru 
Admiral Llosa, Naval Attaché, Embassy of Peru 
ARA—Mr. Rubottom 

REA—Mr. Sayre 

OSA—Mr. Pringle 


Ambassador Berckemeyer said that he was presenting a note 
requesting a cruiser, that the reasons for the request were fully 





*Source: Department of State, Central Files, 723.5621/4-1257. Confidential. 
Drafted by Pringle. 
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a Rubottom said that the Department would consider the 
note, consult with Defense, and reply promptly. He added, however, 
that the Peruvian cruiser request had been under careful study by 
the U.S. ever since Ambassador Berckemeyer and Admiral Llosa had 
presented it orally on February 8, 1957, and that he wished to 
express frankly some of the considerations which weighed in our 
thoughts. From the military standpoint, he said, the U.S. had dem- 
onstrated its desire to assist Peru in developing a modern navy 
capable of effective anti-submarine warfare, and he cited examples 
such as the credit for the two submarines soon to be delivered. He 
added that modern concepts of naval warfare had made cruisers 
outmoded and that they were being converted to missile vessels. 
From the economic standpoint, he pointed out that, even were a 
cruiser available, (and he understood none was), it could not be 
loaned. The cost plus rehabilitation of a cruiser would be from $5.8 
million up, while a rough estimate of the annual maintenance would 
be about $5 million. Mr. Rubottom said that the U.S. had repeatedly 
shown its interest in Peru’s economic development, that we were 
aware of some of the economic problems caused by the drought in 
the south and by inflationist tendencies, and that we felt the 
purchase and maintenance of a cruiser might place a serious burden 
on the economy. 

Ambassador Berckemeyer replied that the desire for a cruiser 
involved the very strong national sentiment and pride which the 
Peruvian nation felt for its navy. He added that he was well aware 
of the economic implications but that there were various offsetting 
factors. For example, the two antiquated cruisers being maintained 
by Peru as a matter of national pride could be scrapped when a 
modern one was acquired, and he expresse.’ the opinion that Peru's 
maintenance costs would be considerably lower than the $5 million 
it would cost the U.S. to maintain one. He also said that the 
Peruvian Navy had its own receipts from special taxes which it 
would use to pay for the cruiser and that the Embassy would 
present a study regarding the economic aspects if the Department 
desired. 

Mr. Rubottom said that the Embassy could, of course, present 
such a study if it wished. He said that he understood the Peruvian 
nation’s pride in its navy as so ably described by Admiral Llosa in 
their previous conversation but that he thought national sentiment 
could be guided if the people were made aware of the fact that big 





* Apparent reference to Peruvian Note 5-3-M/101, dated April 11. (/id., 
723.5621/4-1157) 











Mr. Rubottom said he believed that State and Defense were in 
agreement regarding the military and economic considerations which 
he had presented above. He said that he felt Peru was entitled to a 
written answer to its note which would express the agreed-upon 
viewpoint of the U.S. Government and that State would consult 
with Defense and prepare a prompt reply. 

Admiral Llosa said he wished to make some observations con- 
cerning the national and international political aspects of the cruiser 
request. He made some of the same points that he had on February 
8 concerning the importance of the Peruvian Navy as a democratic 
institution and source of national pride. He said that the Peruvian 
people and government wanted the cruiser and that the request was 
one which should be considered in the whole context of the very 
friendly relations between Peru and the United States. He observed 
that the Department cid not have to worry about the maintenance 
costs, that Peru was able to support a cruiser and would not have 
asked for one if it had not examined that point. (He did imply, 
however, that the acquisition cost should be suitably low.) Summing 
up, he said he believed that, if State considered the political factors 
in the light of his explanation and Defense took them into consider- 
ation together with the military ones, there would be no reason to 
refuse Peru’s request. 

Mr. Rubottom repeated that the Department would consult with 
Defense and reply promptly. He emphasized, however, that he 
wanted to be frank and that he did not want the Ambassador and 





> Rear Admiral Emilio Barron Sanchez, Peruvian Minister of the Navy, visited the 
United States November 5-8, 1956 
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available to Peru either on a sale or loan basis. Our position is based 
primarily on economic grounds. It is our understanding that the cost 
of a cruiser including the cost of reactivation would be at least $5.8 
million and, depending on the nature of repairs and improvements 
required, that the cost could be much higher. While the Department 
of the Navy has no current figures available, it is our further 
understanding that maintenance and operations costs would be sev- 
era) million dollars annually. 

Although Peru’s present financial position is satisfactory, it is 
not such that Peru could assume these added costs without the 
probability that it might seek additional financial assistance from the 
United States for its economic programs. Also, a cruiser seems a 
particularly unnecessary financial burden for Peru to assume because 
it is our understanding that a cruiser is not needed by Peru to 
perform any hemispheric defense task. The Peruvian note frankly 
admits that the cruiser is desired for reasons of national pride. 

We anticipate political problems with Colombia and Ecuador, 
and possibly Chile, if Peru’s request is granted. The denial of the 
request would have adverse effects or our political relations with 
Peru. We recognize that Peru may seek a cruiser in Britain if 
unsuccessful here and, in accordance with NSC 5613/1, are consider- 
ing the advisability of discouraging such a sale by Britain. 

At the time that the Peruvian Ambassador presented his Gov- 
ernment’s request, he was informed that this Government had en- 
deavored to cooperate effectively with Peru on military matters and 
that we would continue to do so. With regard to the request for a 
cruiser, however, we had serious reservations on both military and 
economic grounds and did not anticipate that our response would be 
favorable but would nevertheless give the request prompt consider- 
ation. 

I should appreciate being informed whether your Department 
considers that there is any military requirement for providing Peru a 
cruiser and, if so, if that military requirement is of such priority as 
to override the economic considerations I have mentioned above.’ In 
this connection, one of the arguments cited by Peru in support of 
the request for a cruiser is that we are supporting a cruiser in Chile. 
It would therefore be helpful for us if, in considering the Peruvian 
request for a cruiser, the Department of Defense would also review 





*In the draft version of the letter, the rest of the last paragraph reads: “I should 
also like to suggest, in considering the Peruvian request for a cruiser, that the 
Department of Defense review the military justification for the retention in the MAP 
force objectives of the cruisers for Brazil and Chile.” 
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the military justification for the retention in the MAP force objec- 
tives of the cruisers for Brazil and Chile. 
Sincerely, 








Robert G. Barnes’ 





* Printed from a copy which bears this stamped signature. 





535. Editorial Note 


A letter from C. Douglas Dillon to Ambassador Achilles, dated 
June 18, informed him that the administration had decided to 
recommend the enactment of new excise taxes on lead and zinc. 
Dillon further stated that at the interagency discussions leading to 
the presentation of the program, the Department of State had 
Seiad audinde, Gert dh ek te eenens ea aaa ane. 


action to the Peruvian Government and the American mining com- 
munity in Peru. (Department of State, Central Files, 411.006/5-2857) 

Telegram 97 from Lima, August 3, reported that the Peruvian 
press was devoting major attention to the issue of United States lead 
and zinc duties. It reads in part: “Normally highly pro-US La Prensa 
leads paper with stories on house hearings and probable termination 
stockpiling. Inside are leading editorials referring to ‘mortal blow’ to 
Peruvian economy, questioning reality of “good neighbor policy’, 
emphasizing harm tariff increases will do to US-Latin American 
trade and political relations and expressing pain that Department 
favors them.” (/bid., 411.004/8-357) Despatch 112 from Lima, August 
6, reported further Peruvian press comment on the increase in lead 
and zinc tariffs. The Embassy considered it certain that if Congress 
approved lead and zinc tariffs damaging to Peru, the United States 
would lose at least part of the goodwill it had gained during the 
drought. Congressional debate had already provided Communist and 
other anti-United States elements in Peru a chance to denounce 
United States motives in the economic field. (/bid, 411.234/8-657) 
Telegram 149 from Lima, August 17, informed the Department that 
adverse reaction to the proposed increase in lead and zinc tariffs 





; 


Peru 
London, August 8, 1957—4 p.m. 


” (Ibid, 411.004/8-1757) 
(Barbour) to the Department of State’ 

992. Deptel 851, repeated Lima 47,’ Lima's 92, repeated London 
2.° In accordance Deptel 851, Embassy raised subject sale destroyers 
to Peru with Foreign Office. Foreign Office agreed review British 

During conversation Foreign Office stated informally consider- 
able irritation exists among some British agencies over recent cases 

"Source: Department of State, Central Files, 723.5621/8-857. Confidential. Re- 





position in view Embassy's representation, and inform Embassy later 


on UK final decision. 





536. Telegram From the Chargé in the United Kingdom 

where United States has thought [soxugh/?] to block UK commercial 
deals. In particular Centurion tank matter in Germany was cited and 
Foreign Office felt certain quarters HMG now extremely reluctant to 
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give United States prior notice of pending deals, particularly in small 
equipment, for fear United States will block them. 
Foreign Office reiterated UK had unfavorable balance of trade 

















Telegram From the Chargé in Peru (Neal) to the 
Department of State’ 


Lima, August 22, 1957—6 p.m. 


176. State—USIS. Senator Juan Manuel Pena Prado impor- 
of and close to President and connected 


in high quarters on US within memory Embassy staff. Other 
joined in and applause from gallery reported enthusiastic. 
Senator [Gallo] Porras, President Foreign Relations Committee (Inde- 

















Senator Sologuren (Independent-Tacna) criticized US for encour- 
aging production barbasco with good prices and then closing market 
after plantings made. (Embassy despatch 626, May 9, 1957.)* 

Some general comments by Pena and others were (1) seems 
neither good neighbor nor good partner policy exists in US, (2) we 


. Other points not mentioned in Senate but which 
bearing general attitude are resentment over our invitation 


was said in anger. Nevertheless US has suffered psychologically in 
Peru as result. Numerous erroneous notions regarding US have been 





* Dated August 15. 17, and 20, respectively, none printed. (Department of State, 
Central Files, 611.236/#. : ‘S7, /6-1757, and /8-2057, respectively) 

* Dated August 21, not printed. (id, 723.5621/86-2157) 

* Despatch 626 concerned economic problems in the Inquitos area. (fd. 823 00/ 
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given headline attention and will be most difficult correct. La Prensa 
formerly notably pro-US on nearly all subjects has led all other daily 
papers in severity of headline and editorial attacks. 

Neal 





538. Telegram From the Ambassador in Peru (Achilles) to the 
Department of State’ 


Lima, August 28, 1957—7 p.m. 


203. Returned this morning,” had editor of La Prensa for lunch, 
held press conference and have talked with Gallo Porras and officials 
of Mining Association. Took following line at press conference: 


Lead and zinc: Had found in Washington not merely pressure to 
protect US industry but sympathy and growing understanding of 
lems in Peru and other countries. Congressional action now 

Ny improbable but similar administrative action in next few 
months very probable. Difference was that problem would be con- 
sidered in relatively calm atmosphere with ample time for consider- 
ation of Peruvian and other foreign problems. Was sure any 
considerations advanced by Peruvian Government or industry would 
receive careful attention. To insure Peruvian problems fully and 
accurately understood in Washington, had arr for minerals 
expert Larsen to visit here early in September and for detail here of 
additional minerals expert for next few months. 

Ships: Administrations chipping proposal, like many other of 
administrations proposal, has not passed. However price of 
ships yore rapidly on open market and price differential now 
small. Any a | by Congress would contain cabotage limita- 
tion, whereas u market not subject any restriction. US 
glad to assist Peru in ing ships on open market. 

i : Department had investigated press reports alleging ille- 
gal US fishi — off Peruvian coast and had not found 
substantiation. always glad to investigate such reports despite 
differences of opinion re jurisdiction. 


At luncheon, editor La Prensa volunteered paper’s campaign on 
lead and zinc had gone too far and he would now try redress 
balance. 





* Source: Department of State, Central Files, 411.004/8-2857. Official Use Only. 
* The Ambassador was in Washington to discuss mutual problems between the 
United States and Peru, including the lead—zinc tariff. 
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Gallo Porras was obstensibly friendly and complained only that 
he had refrained from purchases on open market for six months on 
basis assurances authorization for purchases from reserve fleet would 
be approved. In response to direct question whether he was still 
interested in legislation next session (Deptel 121),’ he said corpora- 
tion would now have to seek ships through other channels. I 
reiterated US desire to assist him in doing so. 

With officials of Mining Association, I took same line as with 
press but putting greater emphasis on fact administration would 
have to take some action they would not like and reasons therefor. 
They showed real understanding, relief that action to be taken 
would be determined by administration rather than Congress and 
appreciation for Department’s action in sending Larsen and other 
minerals experts here to insure technically competent understanding 
of situation in Peru. 

Achilles 





> Dated August 21, not printed. (Department of State, Central Files, 723.5621/ 
8~-1557) 





539. Memorandum of a Conversation, Department of State, 
Washington, October 14, 1957' 


SUBJECT 


The Peruvian Prime Minister's Call on President Eisenhower’ 
PARTICIPANTS 


The President 

Dr. Manuel Cisneros, Prime Minister of Peru 

Fernando B. Berckemeyer, Ambassador of Peru to the U.S. 
Theodore Achilles, Ambassador of the U.S. to Peru 

R. R. Rubottom, Jr., Assistant Secretary of State 


Following an exchange of greetings, the Prime Minister recalled 
his meeting with the President at Columbia University in 1948 when 
the latter had bestowed upon him the Maria Moors Cabot Award in 





*Source: Department of State, Central Files, 033.2311/10-1457. Official Use 
Only. Drafted by Rubottom on October 15. 

2In a memorandum to President Eisenhower, dated October 11, Under Secretary 

of State Christian A. Herter noted that Cisneros, the Prime Minister and Foreign 

(Continued) 
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Journalism. The President referred to the meeting of Chiefs of State 
in July, 1956, in Panama where he had had the opportunity of 
knowing President-elect Prado of Peru who had been accompanied 
by Dr. Cisneros. 

The Prime Minister expressed his appreciation for the appoint- 
ment and his pleasure at seeing the President in such good health. 

The President commented that he was very much aware of the 
impact of the lead and zinc problem on Peru. The best solution to 
the problem, he observed, would be for prices to move upward, but 
so far this had not occurred. The affected interests in the United 
States, while relatively small, have brought great pressure to bear on 
the members of Congress and senators from several states. The 
President explained that the political problem had a very serious 
overtone as a result of the expiration this year of the Trade Agree- 
ments Act,’ one of the principal foundations of our liberal trade 








. 
| 
. 
| 


Eisenhower by Herter on October 11. (Eisenhower Library, Herter Papers, Chronologi- 


*The Trade Agreements Extension Act of 1955 extended the Trade Agreements 
until July 30, 1958; for text of the 1955 Act, P.L. 86, enacted June 21, 1955, see 69 
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The Prime Minister expressed gratitude for the President’s com- 
ments regarding lead and zinc, adding that this industry had su- 
preme importance for Peru. 

When the Prime Minister arose to depart, the President invited 
the photographers to take pictures of the group. 





540. Current Economic Developments’ 


Issue No. 533 Washington, November 26, 1957. 
{Here follows discussion of matters unrelated to Peru.] © 
Peru Beset by Monetary Crisis 


The Peruvian Government is grappling with potentially serious 
monetary problems. In recent years such problems have been unusu- 
al in Peru and the Government has outlined a program designed to 
remedy them. It has also indicated interest in a special Eximbank 
loan. 

Background The Prado Government, which took office in mid- 
1956 as a result of the first democratic election in some ten years is 
facing its first real economic crisis. 

When the Government came into power last July, it made little 
change in the fundamentally desirable economic policies which had 
been followed previously. Like his predecessor, the new President 
favored policies designed to encourage the effective operation of a 
free enterprise system and private foreign investment. 

The Peruvian economy continued its satisfactory progress during 
1956. By mid-1957, however, the picture was less rosy. While 
production probably had increased during the first half of the year, 
the rate had been slower than previously. Exports also had increased 
more slowly than in 1956. Imports had increased more rapidly than 
exports, creating a less favorable balance-of-payments outlook. The 
expansion in the money supply and rise of prices, which have long 
been a problem, had proceeded at a more rapid rate. Industry was 
confronted by extensive demands from the labor unions. Work 
stoppage as a result of labor disputes had become common and 
threatened to become more prevalent. Contributing to this generally 
unsatisfactory situation was the decline in world prices of copper, 





* Source: Department of State, Current Economic Developments: Lot 70 D 467. Confi- 
dential. 
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lead and zinc, which account for one fourth of Peru’s exports. The 
less favorable economic developments with respect to finance and 
labor stemmed mainly from the weakness of the new democratic 
government in dealing with some of the hard political pressures with 
which it was faced. 

The problems noted at mid-year became more pronounced in 
the ensuing months. Inflation was mounting, the balance-of-pay- 
ments situation was increasingly unfavorable and the reserves had 
declined seriously. By the end of October, Peru’s reserves had 
dwindled to $9 million, with the prospect that without urgent 
measures, reserves would be gone within a month or so. 

Government Plans Faced with an increasingly serious crisis, the 
Government is inaugurating an anti-inflation program. Credit restric- 
tion plans include stoppage of rediscounts, cessation of new funds to 
development banks, and arrangements whereby all new Government 
deposits will be placed in the Central Bank rather than in commer- 
cial banks. As to the excessive bank credit, measures were taken to 
compel banks to comply with the reserve requirements. With the 
recent decline in the exchange rate, banks are expected to be more 
cooperative with regard to reserve requirements than heretofore. 

As to Government spending, the Administration hopes to keep 
the level down to that of the 1957 budget. Any decrease below the 
1957 level is considered politically impossible. 

On the income side, the Government hopes to obtain some 750 
million soles of new revenue in 1958. Peruvian officials hope to get 
150 million soles from stricter tax collections, 200 million from new 
taxes (primarily on beer, alcohol, dividends and overdrafts) and 400 
million from increased import duties on some 40% of Peru’s imports. 

The Government has also taken energetic action which, at least 
temporarily has practically ended the rash of strikes. 

Peruvian officials have explained that once their house has been 
put in order, they hope to obtain a substantial loan from the 
Eximbank to cover dollar purchases. As support for their appeal, 
they refer to their anti-inflation program. Also they maintain that 
many of their economic problems were inherited from the previous 
government. A Peruvian official is visiting Washington soon to 
discuss Peru’s problems with the Eximbank, the International Mone- 
tary Fund, and other interested agencies. 

US Position On November 10 our Ambassador, on instructions, 
informed the Finance Minister that the US appreciates the fact that 
Peru’s financial situation is weakening and is convinced of the 
importance of corrective measures such as credit restrictions and 
reduction in the budget deficit. As to Peru’s desire for Eximbank 
credits, the Ambassador stated that the Bank does not consider itself 
an appropriate agency for stabilization operations and its assistance 
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would be more properly related to financing specific import require- 
ments, consistent with Peru’s stabilization objectives, according to 
the need for and the nature of imports. If Peru takes adequate 
corrective measures, the Ambassador said, the existing $30 million 
stabilization fund ($12.5 million Treasury, $12.5 million IMF, $5 
million Chase Manhattan Bank) should be sufficient. 

The Ambassador also referred to current conversations between 
the Eximbank and the Peruvian Embassy about lengthening the time 
for certain repayments of the Peruvian Government and mentioned 
the US preference for excise taxes rather than increased duties as a 
means of increasing income.’ 

[Here follows discussion of matters unrelated to Peru.] 








* Ambassador Achilles reported on his conversation with Peruvian Minister of 
Finance Juan Pardo in telegram 473 from Lima, November 11. (/id, Central Files, 
823.10/11-1157) He had been instructed by the Department to make such representa- 
tions in telegram 270 to Lima, November 8. (/bid., 823.10/11-857) 














URUGUAY 


POLITICAL AND ECONOMIC RELATIONS OF THE UNITED STATES AND 
URUGUAY' 


541. Memorandum From the Secretary of State to the 
President’ 


Washington, April 7, 1955. 
SUBJECT 


Proposal that Uruguayan President be Invited to the United States this 
Year 


I strongly recommend that you authorize that an invitation be 
extended to Sefior Luis Batlle Berres, President of the National 
Council of Government of Uruguay, to visit the United States in the 
early fall of 1955. You have authorized four visits from Chiefs of 
State each year. The President of Haiti, who came in January 1955, 
was ascribed to the 1954 quota because his visit was actually 
scheduled for the fall of that year. With the exception of President 
Magsaysay of the Philippines who has so far been lukewarm to the 
invitation I extended to him in March, but who may accept a visit 
sometime in May, there are no other Chief of State visits now 
scheduled for 1955 from any country. 

While Batlle Berres is to be President of the nine-man National 
Council of Government for only one year, he will continue to be a 
member of the Council and he and his followers will continue to 
dominate the Executive power for the next four years. We could, 
therefore, expect that our relations with Uruguay during this period 
would be significantly improved by the proposed invitation. Our 
relations with Uruguay have always been friendly, but they have 
cooled in recent years to such an extent that cooperation between 
our Governments has suffered. 





' For previous documentation, see Forrign Relations, 1952-1954, vol. tv, pp. 1535 ff. 

* Source: Department of State, Central Files, 733.11/4~755. Confidential. Drafted 
by Henry Dearborn. 

* In a memorandum of April 7, the President's Personal Secretary, Ann Whitman, 
informed Secretary Dulles that Eisenhower approved the recommendation. (/bid ) 

* Paul E. Magloire. 
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* Printed from a copy which bears this stamped signature. 





Memorandum of a Telephone Conversation Between A. 
Thomas Taylor of International Packers, Inc., and the 


Assistant Secretary of State for Inter-American Affairs 
(Holland), Washington, June 15, 1955' 


Mr. Holland telephoned Mr. Taylor to inquire about the status 
of the meatpackers negotiations in Uruguay.’ Mr. Taylor said he had 
had a long conversation this morning with their manager down there 
and they have been having meetings with the President, the Minister 





*Source: Department of State, Holland Files: Lot 57 D 295, Miscellaneous. 
Limited Official Use. 
? American meatpackers were operating under a system which included numerous 
government-imposed restrictions upon private packers, who were in competition with 
a government-sponsored slaughterhouse, Frigorifico Nacional. Meat processing was 
Salen tad te Cipanes Wills Gee putvate pada wae esiides 0 mune edidaaey 
exchange rate for foreign exchange earned from their export operations which had to 
be converted through the Bank of the Republic at fixed rates. They were also 
requesting written confirmation of the government's obligation to pay debts owed the 
private packers. Additional documentation on the subject is in Department of State, 
Central Files 411.3341, 811.05133, and 832.311. 
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of Finance’ and the Minister of Livestock.‘ They are working toward 
a deal. Mr. Taylor said they are making compromises in order to 
consummate something before it is too late. He said roughly 150,000 
head of cattle is the figure set and the FMI would not participate—it 
would rule them out of participating in this export. Mr. Taylor said 
that Castro, a little local packer who has been working his way into 
a percentage of this deal. would have to be taken care of, and that 
Castro will get 14% of the 150,000. 








tly. He said that the Council’s group 
agrees that it should be currently—they all agree to that—but they 
haven't been able to come up with a solution as to where the money 
will come from. Mr. Taylor said that by noon tomorrow they should 
know how it came out. 

Mr. Holland asked if Mr. Taylor felt this was a definitive 
meeting or whether there might be others. Mr. Taylor said that it 
was definitive; that if they don’t get something they can work out 
on a compromise basis they will probably have to close their doors. 
He said they would dislike to do this because if they remain closed 
for a year the Uruguayans may feel they can get along without 
them 


Mr. Taylor said if somebody up here could make a gesture 
along financial lines it would be helpful. Mr. Holland asked him 
pointblank if he meant a loan and Mr. Taylor said he did. 





* Juan T. Quilici. 

*A memorandum of June 16 from Holland to Edward J. Sparks indicated that 
Taylor called Holland the next morning and advised him that the packers were about 
to reach an agreement with the Government of Uruguay which would permit the 
companies to reopen their plants. (Department of State, Holland Files: Lot 57 D 295, 
Miscellaneou :) 
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Mr. Taylor said he would keep Mr. Holland advised of develop- 
ments.° 








° was reached in early July 1955, and the packers reopened their 
plants. 





Memorandum of a Conversation Between Foreign 
Minister Rompani and the United States Representative 
at the Organization of American States (Dreier), San 
Francisco, June 21, 1955’ 


SUBJECT 
Uruguayan Foreign Minister's Observations on His Visit to the United 
States 


At the United Nations’ Reception on June 21, Foreign Minister 
Rompani said that he was anxious to ’ 


give me a rather full account of his views 
following lines: 

1. The Foreign Minister mentioned his travels through v 
Latin American countries, emphasizing the fact that in all cases 
was responding to invitations from governments, except in the case 
of the United States where he understood that it had been impossi- 
ble. (Nevertheless it was clear he regrets very much that his visit 
was not in the nature of an official one.) 

2. In each country he has visited so far, except for the United 
States, he has concluded a commercial or cultural agreement which 
he is taking home as evidence of his successful visit. 

3. In the case of the United States he feels his visit has been 
without material benefit since what he needs are some loans which 
he has been unable to arrange. In this connection he feels that many 
Americans in positions of high responsibility, e.g. Mr. Black of the 
IBRD, are incapable of understanding the small problems of small 





* Source: Department of State, Central Piles, 733.13/6-2155. Confidential. 
* Holland was attending the Special Tenth Anniversary Session of the United 
Nations. 




















Rompani then proceeded to describe Uruguay's need for addi- 
tional influx of capital which would contribute to the increased 


ivity of the country but which, he admitted, would not 

additional dollars. The commercial banker's criterion could, 

not be applied to Uruguay’s requests, but a sympathetic, 
understanding of Uruguay’s position was necessary. 

. Rompani repeated the familiar Uruguayan line about Uru- 

position as a democr , and her unenviable position as 

two large neighbors. He made the usual comments about 

that Argentina would never be a real friend 

. He also reported with regret that before he 

for his trip Ambassador Mcintosh’ had sent an inquiry to his 

office to ask whether his visit to various Latin American countries 

of building an anti-U.S. bloc.‘ This incident 

his belief that there was an inadequate appre- 

of Uruguay and its international position in the U.S. Govern- 








544. Editorial Note 


According to telegram 18, July 14, Ambassador Mcintosh ex- 
tended to President Batlle an invitation from President Eisenhower 
to visit the United States. (Department of State, Central Files, 
733.11/7-1455) Batlle visited the United States December 5-17. See 
Documents 548, 549, and 550. 








Uruguay __1091 


545. Letter From the Ambassador in Uruguay (Mcintosh) to 
the Assistant Secretary of State for Inter-American Affairs 
(Holland)' 





Montevideo, September 21, 1955. 


Dear Henry: During the past few weeks I have been endeavor- 
ing to learn more about the wool tops business and particularly to 
find out just why Uruguayan wool tops are presently not sold in the 
United States market and what steps would need to be taken to 
develop such sales. I have been especially interested in endeavoring 
to find out how important a factor in this situation is the present 
American countervailing duty of 6% and whether, if that counter- 
vailing duty were eliminated entirely, would that in itself be suffi- 
cient to create a market for Uruguayan wool tops in the United 
States. 

In my letter to you of September 1,’ I expressed the opinion 
that the basic reason why Uruguayan wool tops are not being sold 
to the United States is because the prices quoted on Uruguayan wool 
tops are too high. I also stated that in my opinion, for Uruguayan 
wool tops to achieve a large volume of sales in the United States, it 
would be necessary to not only have the countervailing duty of 6% 
removed, but to also have Uruguayan wool tops prices reduced at 
least a further 4%. I also stated that although it was a matter of 
opinion, everyone in the trade here felt that at the least, to create a 
market for Uruguayan wool tops in the United States, the entire 
countervailing duty would need to be removed. 

In this connection, without disclosing any motive other than the 
interest of the Embassy in securing more information about the tops 
business, I asked an American resident in Montevideo, Frank J. 
Raquet, who is the head of Engraw Export & Import Company, S.A. 
of Montevideo, an American owned wool tops manufacturing plant, 
first why he was not shipping any of his wool tops to the United 
States market and secondly, when he told me that the reason was 
the inability to meet price competition, what prices he would need 
to quote to be competitive and to secure business. To secure this 
information, Mr. Raquet cabled his American connection, Energetic 
Worsted Corporation of Bridgeport, Pennsylvania, asking for infor- 
mation as to the current prices being quoted by United States tops 
manufacturers, together with comments about the market for Uru- 
guayan tops. You will find enclosed copy of letter addressed to Mr. 





"Source: Department of State, Central Files, 411.334/9-2155. Confidential; Offi- 
cial-Informal. 
* Not found in Department of State files. 
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Raquet under date of September 8 by Energetic Worsted Corpora- 
tion’ stating the reasons, in their opinion, why Uruguayan wool tops 
cannot presently be sold in the United States and giving the compet- 
itive price information. 

The competitive price data submitted with the letter of Energet- 
ic Worsted Corporation covers quotations on American produced 
tops submitted by Nichols & Company, Inc., of Boston, one of the 
largest tops manufacturers in the United States and prices on Uru- 
guayan produced tops submitted by Engraw Export & Import Com- 
pany, S.A. of Montevideo. For your ready reference, the comparative 
prices on the principal types of tops, showing the Uruguayan prices 
with and without the 6% countervailing duty, are as follows: 


Type of Tops American Tops Uruguayan Tops Uruguayan Tops 








the Uruguayan tops being out of price. 
American import duties is presumably to equalize American and 
foreign costs, that is, to offset lower foreign labor costs, but in the 


case of wool tops, it certainly seems that Uruguay is being penalized 
and is not in a position to compete with American manufacturers. 


Sincerely, 
Dempster McIntosh 





’ Not printed 
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546. Letter From the Ambassador in Uruguay (McIntosh) to 
the Assistant Secretary of State for Inter-American Affairs 
(Holland)' 





Montevideo, September 29, 1955. 


Dear Henry: During a private meeting which I had yesterday 
with President Batlle Berres, the President commented at length 
regarding the situation in Argentina’ and expressed great optimism 
regarding future relations between Uruguay and that country. 

It is obviously true that at present there is a very strong feeling 
of comradeship between Argentina and Uruguay. The revolt in 
Argentina, of course, had the moral support of practically the entire 
population of Uruguay and the victory of the revolutionary forces 
was welcomed in Montevideo and throughout Uruguay with almost 
hysterical enthusiasm. In Argentina also, there has been a strong 
reaction against the previous attitude of Perén towards Uruguay, and 
the principal officials in the new Argentine government have taken 
advantage of every opportunity to praise their brothers in Uruguay 
and with great emotion to thank Uruguay for its spiritual and moral 
help. A large group of Uruguayan journalists proceeded to Buenos 
Aires immediately following the establishment of the new govern- 
ment and they were given a royal welcome by the Argentine 
government and by the people of Buenos Aires. Montevideo has 
likewise extended a tremendous welcome to the officers and the 
crews of the two Argentine warships, the Cervantes and the 9 De Julio, 
which have been in the harbor of Montevideo during the last few 
days and which have returned to Buenos Aires carrying a large 
group of Argentine exiles back to Argentina, as well as the bodies of 
the five sailors on the Cervantes who were killed during the revolu- 
tion. 

Batlle Berres expressed the feeling that Argentina and Uruguay 
will work together very closely in the future and that Uruguay will 
be helped economically and in other ways by the fact that they will 
now have a strong and friendly neighbor to the South instead of the 
enemy which Uruguay considered Perén to be. It occurs to me 
however, that in their enthusiasm over the downfall of Perén, the 
Uruguayans are overlooking the fact that the new Argentine govern- 
ment, although now friendly to Uruguay, is still a military, not a 
democratically elected government, and may continue as such for an 





* Source: Department of State, Holland Files: Lot 57 D 295, Miscellaneous. Secret; 
Official-Informal 

* Reference is to the revolt which led to the resignation of Argentine President 
Juan Domingo Perén on September 19 
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indefinite period in the future. Also, I feel that to some extent the 
present attitude of Uruguay towards the new Argentine government 
is inconsistent with the well-known Uruguayan attitude of hostility 
towards Pérez Jiménez, Somoza, Trujillo, Castillo Armas, etc., none 
of whom have ever harmed Uruguay. The theoretical and moralistic 
attitude of Uruguay towards military non-democratic governments in 
other countries is apparently subject to modification when Uruguay’s 
own interests are directly involved as in Argentina.’ 

While discussing Argentina, Batlle Berres said that confidential- 
ly, talking to me as a friend and fellow “criollo”, he felt obliged to 
mention that Ambassador Nufer was very much disliked by the new 
Argentine government and that he, Batlle Berres, felt that it was 
important that the United States should realize this. Batlle Berres 
went on to say that Ambassador Nufer was generally regarded in 
Argentina as having been too friendly with Perén. The remarks of 
Batlle Berres were naturally embarrassing to me and my only com- 
ment was that in my opinion, Ambassador Nufer was a very good 
man, with long experience in the American Foreign Service and very 
highly regarded. There was no further comment by Batlle Berres. 

I have hesitated to write you regarding the above, particularly 
since I personally have a high opinion of Ambassador Nufer and 
consider him a fine representative of our country. The fact that the 
new Argentine government would not feel well disposed towards an 
Ambassador who had been accredited to the former Per6én govern- 
ment, and had shown a high degree of success in conducting 
relations with that government, is certainly not surprising and does 
not involve any reflection upon Ambassador Nufer. Please under- 
stand, therefore, that I have written this without any desire whatso- 
ever to indicate any criticism of Ambassador Nufer and only because 
I have felt called upon to convey to you the remarks made by the 
President of Uruguay.* 

Sincerely yours, 

Dempster McIntosh 





*In his response of October 12, Holland wrote, in part: “I was greatly interested 
in your point that the Uruguayans are being excessively enthusiastic over the 
provisional government in Buenos Aires, but I wonder if you aren’t perhaps being a 
little hard on them. It is true that this government is largely military, and of course 
not elected. On the other hand, only the military could overthrow Perén, and it seems 
to me not unnatural that they should thereafter assume the responsibility for restoring 
law and order.” (Department of State, Holland Files: Lot 57 D 295, Miscellaneous) 

*In his letter of October 12, Holland wrote: “I quite understand your embarrass- 
ment over the President’s remarks about Ambassador Nufer; you handled it, I believe, 
in the only way you could. If anything like this comes up again you may certainly 
state that the Department believes that Nufer has done—-and is still doing—a splendid 
job in Argentina, and has the hearty backing of the Department.” 
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Memorandum of a Conversation, Department of State, 
Washington, October 3, 1955' 





SUBJECT 

U.S. Countervailing Duty on Uruguayan Wool Tops 
PARTICIPANTS 

Ambassador Mora, Embassy of Uruguay 

Senor Bermudez, Minister Counselor, Embassy of Uruguay 

Mr. Lyon, Acting Assistant Secretary 

Mr. Havemeyer (OSA) 

Ambassador Mora handed an aide-mémoire, dated October 3, to 
Mr. Lyon.* The Ambassador stated that he had also given an 
identical aide-mémoire to Mr. de Beers in Treasury earlier in the 
day. Mr. Bermidez said that the new aide-mémoire included the 
new exchange rates which apply to wool and other export and 
import commodities. Furthermore, the Embassy, in this case, was not 
using the “adicionales” or subsidies on the three items including 
wheat and meat in the effective exchange rate of Uruguay. This 
problem had been an item of difference between the Embassy and 
the officials of the Treasury Department since delivery of the June 
aide-mémoire to the Treasury.’ 

Mr. Lyon thanked the Ambassador for the aide-mémoire and 
said that it would be given strong consideration in the Department 
and that he would endeavor to assist the Treasury Department‘ in 
any way in its computation which might result in the removal of the 
countervailing duty on Uruguayan wool tops. He added, that he 
hoped that the duty could be removed prior to the visit of the 
President of Uruguay in early December. 

(After the above meeting, Mr. Havemeyer spoke to Mr. Hen- 
dricks in Treasury’ who said that Mr. de Beers had left for two 
years work in Porto Rico, and Mr. George Willis would assume the 
responsibility of handling the Uruguayan countervailing duty in 





*Source: Department of State, Central Files, 411.334/10-355. Limited Official 
Use. Drafted by Havemeyer. 

* This aide-mémoire presented the case for removal of the U.S. countervailing 
duty on Uruguayan wool tops. (/id.) 

> Not printed. (/bid., 411.334/8-855) 

*In a letter of October 14, Secretary Dulles informed the Secretary of the 
Treasury as follows: “The Department of State has a particular interest in the possible 
removal of the United States countervailing duty on Uruguayan wool tops because of 
the impending visit of the President of Uruguay to the United States in early 
December. The United States countervailing duty, since it was imposed, has been a 
source of strain on the economic and political relations between Uruguay and the 
United States.” (/bid., 411.334/9-2155) 

* James Hendricks, Assistant to the Assistant Secretary of the Treasury. 
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Treasury at the working level. Mr. Hendricks said he hoped Treas- 
ury can take Uruguay “off the hook”.° Mr. Havemeyer is to phone 
Mr. Hendricks later this week for further information with respect 
to the restudy of the effective exchange rate system of Uruguay as it 
affects Uruguayan wool tops and the U.S. countervailing duty.) 











* In his letter of February 7, 1956, to Secretary Dulles, Assistant Secretary of the 
Treasury David W. Kendall suggested that the Department answer the Uruguayan 
Government by stating that the 6 percent rate of countervailing duty then in effect 
continued to represent an appropriate estimate of the bounty available to Uruguayan 
exporters of wool tops under the exchange practices in Uruguay. The Treasury 
Department's decision was not reached until after the most careful analysis of the 
presentation made by the Uruguayan Embassy, and after informal consultation with 
the Uruguayan Embassy. (Department of State, Central Files, 411.334/2-756) 





548. Papers Prepared in the Department of State’ 


Washington, December 2, 1955. 


SUBJECT 
Loan Requests from the IBRD or Eximbank’ 


ruguay has had requests for three different loans in the IBRD 

years. These total $125 million. The IBRD is acting on 

requests by giving partial loans against each request. A loan 

been signed and ratified this month for the 

Montevideo Electric Power System. A loan for $5 or $6 million for 

livestock and pasture improvement is under active negotiation. A 

loan for a hydroelectric power station at Baygorria, for $25 million, 
is also under active consideration. 

Since March 1, when President Batlle was inaugurated, he has 
been very interested in obtaining loans for the Montevideo port 
improvement and for land reclamation (600,000 hectares) in the 
department of Rocha. The preliminary engineering studies have been 
completed. The land reclamation estimate is 80 million pesos and the 





"Source: Department of State, Holland Files: Lot 57 D 295, State Visit President 
Batlle. Limited Official Use. Drafted by Havemeyer and approved by Lyon, Holland, 
and Dulles. 

? Attached as Tab G to a memorandum for the Vice President, dated December 6, 
regarding the State visit of President Batlle. 
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port improvement 75 million pesos. Foreign exchange costs are 
roughly estimated at $7.5 million each. 

Uruguay's balance of payments and internal revenue receipts are 
unfavorable. It is believed that the projects will assist in easing the 
serious unemployment and relieve the balance of payments and 
internal revenue difficulties. 

7 Position: 

Uruguay has dealt solely with the IBRD since its inception. 
Uruguay has been slow in its negotiation for loans in the Bank. 
Uruguay appears satisfied with its relations with the IBRD. If the 
IBRD does not wish to seriously consider the land reclamation and 


Montevideo port improvement loans, it is expected that Uruguay 
will request these loans from the Eximbank. 


United States Position: 





Because of falling prices for wool and small availabilities of the 
export of meat from Uruguay, Uruguay’s credit rating has decreased 
in the past five years. Uruguay’s potential credit rating is presently 
far from saturated, as it has done a good job in attempting to keep 
the balance of payments in balance. As soon as Uruguay has 
determined which loans it wishes to push and assuming that they 


are bankable in one of the two Washington institutions, the Depart- 
ment should support them. 


Special Problems* 


1. Uruguayan Attacks on the U.S. Agricultural Disposal Program.‘ 


Officials and the press of Uruguay are continually complaining 
about the U.S. agricultural disposal program as they believe that this 
program is preempting Uruguayan markets and lowering world 
prices. The major Uruguayan products affected by the U.S. disposal 
program are wheat and linseed oil. 

Until five years ago, Uruguay was a wheat importing nation. 
Because of subsidies for the increase of local production, there are 
approximately 600,000 metric tons available for export each year. 
Brazil is the major customer and Paraguay a small second. There are 
120,000 tons left from the 1954 crop which remained unsold and 





* Attached as Tab H to the memorandum for the Vice President. 

* Reference is to agreements made with many countries under the provisions of 
P.L. 480, the Agricultural Trade Development and Assistance Act of 1954. For text of 
the Act, see 68 Stat. 454. Uruguay was not party to such an agreement. 
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Uruguay is endeavoring to sell them to Paraguay and Poland. There 
are now 600,000 more exportable tons being harvested. 

Linseed oil, because of high U.S. tariff, is not imported into the 
U.S. The large U.S. surpluses of this item which have been sold 
under the surplus program have tended to deflate world prices. 

7 ‘= Position: 

Despite U.S. assurances that it will not displace Uruguay's 
normal markets, Uruguayans attack the program on a general basis 
and not on specific cases. They allege that U.S. action causes a 
reduction in the value of their exports and backs up exportable 
supplies within Uruguay. An officer of the Foreign Office recently 
stated “Uruguay had completed its normal t-ade in wheat with 
Brazil and was not at the time negotiating for further sales to 
Brazil.” He did indicate, however, that Uruguay would have fur- 
nished additional wheat to Brazil to fill this need had the U.S. not 
offered its surplus wheat in exchange for cruzeiros.° 

The problem appears to be one which the President uses for 
internal political reasons as there have been no government-to- 
government complaints for over a year. 


ULS. Position: 


The U.S. has consulted with Uruguay with respect to negotia- 
tions under the surplus disposal act at various times. The most 
recent case is the proposed sale of 500,000 tons of wheat to Brazil. 
The Usuguayan reply is quoted above. The Uruguayan Government 
has been assured that the U.S. is not displacing its normal markets. 


SUBJECT 


United States Countervailing Duty on Uruguayan Wool Tops* 
Di — 


In June 1953 the Treasury found that because of the differen- 
tials in the foreign exchange export rates for wool vis-a-vis wool 
tops, a bounty existed in the export of Uruguayan wool tops. The 
countervailing duty of 18 percent, which is in addition to regular 
duties, was lowered to 6 percent in February 1954. 


Uruguay's Position: 


The Uruguayan Government is constantly changing its complex 
multiple exchange rate system. At present, if the Uruguayan Gov- 





* Documentation relating to the wheat controversy is in Department of State, 
Central File 411.3241 for November 1955. 
* Attached as Tab I to the memorandum for the Vice President. 








ernment does not put on an additional premium for wool tops, 
Treasury could consider the suppression of this countervailing duty. 
It remains for the Uruguayans to provide an effective exchange rate 
system under which Treasury might remove the duty. 


The Treasury Department was prepared in October to remove 
the countervailing duty but the American Embassy, Montevideo, 
provided information that a new premium was definitely going to be 
given to the Uruguayan wool top exporters.’ For this reason the 
Treasury Department has rot taken any action on the contemplated 
removal of the duty. If Treasury can obtain a firm commitment from 
the Uruguayan Government that the differential between the rates 
provided for raw wool and for wool tops will not be changed in the 
foreseeable future, Treasury will again be able to consider the 
removal of the countervailing duty. 





” Documentation concerning this subject is in Department of State, Central File 
411.3341/11-455. 





549. Notes of the Secretary of State's Staff Meeting, 
Department of State, December 8, 1955, 9:15 a.m.’ 


[Here follow a list of those present (25), an intelligence briefing, 
and discussion relating to Morocco, Algeria, Communist China, and 
Great Britain.] 


Uruguayan Visit 


8. Mr. Lyon reported that conversations during the visit of 
Batlle Berres again indicated the increased interest of the Soviets in 
Latin America. The Czechs had recently made bids for Uruguayan 
wool, hides and grain, which together with other Soviet Bloc interest 
in trade with Latin American countries, indicated a decided trend. 

[Here follows discussion unrelated to Uruguay.] 





* Source: Department of State, Secretary's Staff Meetings: Lot 63 D 75. Secret. 

















Berres and the President of the International Bank for 


Reconstruction and Development (Black), Washington, 
December 13, 1955’ 


| 
f 
ale 


administration of the railroads. Mr. Black also stated that he under- 
stood that a report made by the railroad experts might be politically 
undesirable for President Batlle Berres, particularly in view of the 
political aspects of the railroad board and the difficulties between 
the board and the general manager of the railroad. President Batlle 
replied that he would be able to assume the political responsibilities 
if this mission arrived in Uruguay and thought that they would be 
most helpful. 

President Batlle then expressed his desire to obtain loans for the 
land reclamation in the Department of Rocha and improvements for 
the Port of Montevideo. Mr. Black replied that he understood these 
projects should receive serious consideration but the Bank could 
make no commitments at this time. Mr. Black said that the present 





"Source: Department of State, Central Files, 103-XMB/12-1355. Confidential. 
Drafted by Havemeyer. 

? Officer of the International Bank for Reconstruction and Development. 

* Julio A. Lacarte Muré, Uruguayan Ambassador to the United Nations. 
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negotiations for the Uruguayan electric and telephone company for a 
$25.0 million loan for hydroelectric installation at Baygorria, and the 
negotiations for a loan for $5.0 or $6.0 million are well underway 
but the Bank does not wish to go into negotiations for the land 
reclamation and port improvement loans until the previous two 
loans were almost ready for signature. 

President Batlle then asked Mr. Black if he would make a public 
release with respect to the President’s request for the land reclama- 
tion and port improvement loans. (The Bank had already issued a 
press release with respect to Mr. Black’s luncheon. The Bank is 
averse to making a release with respect to loans being considered 
and under negotiation.) Mr. Black agreed to make a press statement 
which was cleared with Batlle and Ambassador Lacarte (Enclosure 
A).‘ 

(The Bank offered the Uruguayan Government an expert in 
bond floating and funding of government funds several months ago.) 
President Batlle then asked if it were possible to send a bond expert 
to Uruguay. Mr. Black said that he understood that there were local 
political problems involved were the Bank to send a bond expert to 
Uruguay which might result in political difficulties for President 
Batlle. President Batlle replied that he was able to shoulder this 
responsibility and hoped that the Bank could send an expert of this 
kind to Uruguay. 

(With Enclosure A it appears that Batlle at least has received an 
indication of the IBRD’s willingness to consider his two pet projects 
which should assist Batlle in his political problems in Uruguay.) 








‘ Not printed. 
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551. Despatch From the Ambassador in Uruguay (Patterson) to 
the Department of State’ 





No. 37 Montevideo, July 25, 1956. 


REF 

Dept’s CircrTel 12, July 11, 1956; Joint State/DOD/ICA Message* 
SUBJECT 

Military Assistance Program Development’ 


Following consultation with Chief, United States Air Mission to 
Uruguay,‘ who likewise performs MAAG functions, Embassy offi- 
cers are of the opinion that the outlook for the national economy of 
Uruguay, with especial reference to the ability of such economy to 
support an expanded military program, is even less promising than 
in 1955. 

Over the past year, the deterioration in Uruguay’s economy and 
finances has proceeded at an accelerated rate. Thus, the Uruguayan 
political-economic scene in the last two months has shown tighten- 
ing of the general economic situation, increased pessimism in busi- 
ness circles, and growing labor and social unrest. Contributory 
factors included: (1) a near-paralysiszof the legislative process which 
resulted from a split within the ranks of the Colorado Party and 
delayed legislative action on the proposed budget and other irapor- 
tant economic matters; (2) the outbreak and continuation of a 
damaging strike in the meat packing industry; (3) dwindling supplies 
of imported raw materials and imported consumer goods that pre- 
saged decreased industrial production and further unemployment in 
some important lines; (4) still rising unemployment and weakening 
consumer buying power; (5) a further marked weakening of the 
peso; and (6) the failure of the Government to act energetically and 
constructively to contain the situation. 

The peso has suffered a very sharp decline, the free market 
buying rate falling from 3.95 per dollar to 4.24, and reaching a new 
low. 

The meat packing industry was extremely active until May 10, 
when workers went on strike for higher wages and other conces- 





* Source: Department of State, Central Piles, 733.5-MSP/?-2556. Secret. 

* Circular telegram 12, actually dated July 10, requested that the Military Assist- 
ance Advisory Group, with Embassy participation, prepare 1958 budget estimates for 
military assistance requirements by taking into full consideration the recipient nation’s 

-economic capabilities” as applied to defense costs. (/bid., 700.5-MSP/7-1056) 

* For the text of the Military Assistance Agreement of 1953 between the United 
States and Uruguay, see 5 UST 197. 

* Colonel Robert O. Mitterling. 
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sions. The Army assumed operation of the Government-sponsored 
Frigorifico Nacional in order to assure meat supplies for Montevideo. 
In the face of workers’ refusal to do so, the Army also drove cattle 
to the plant from the city limits, enabling Frigorifico Nacional to 
process about 1,200 head daily after initiation of the strike and an 
estimated 30,000 head for the month. In order to fulfill a meat 


ex.sted and the nation urgently needed the foreign exchange that 
would have been provided by the German shipment. 


A temporary split developed openly, primarily over the budget, 
factions of the Administration-controlling Colorado 


j 
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in an attempt to reach agreement. Two possible alternatives 
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were visible. 
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other benefits. As was to be expected, the Communists were trying 
hard tu make the most of all these difficulties. 

It may be added that Uruguay has not even been able or at least 
willing to meet its subscription obligations as member in various 
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Accordingly, the Embassy is of the opinion that the Uruguayan 
finances and economy will not support military charges in excess of 
those required for maintenance of existing forces vital for the 
preservation of order in a situation characterized by increasing 
popular dissatisfaction. This dissatisfaction is rooted in rising living 
costs, fomented by an increasing penetration by Communist or pro- 
Communist leaders into the tightly knit labor organizations of Uru- 
guay. 

Attention is particularly invited to (d) and (e) of FY 58 MDA 
Program for Uruguay’ of MAAG’s conclusions and recommendations 
indicative of the danger to United States interests and to the cause 
of hemispheric defense in the distinct possibility that the Soviet 
Union will endeavor to fill any gap in Uruguay’s defenses not 
susceptible of provision by the Uruguayan Government or by the 
United States under the MDAP Program. 

The Embassy confirms and supports the conclusions and recom- 
mendations of MAAG as outlined in MAAG’s report above men- 


tioned. 
Jefferson Patterson 














* Not found in Department of State files. 





552. Telegram From the Ambassador in Uruguay (Patterson) to 
the Department of State’ 


Montevideo, October 11, 1956—11 a.m. 


202. Reference Depcirtel 265, October 5.2 Uruguay has no PL 
480 program. 

Until few months ago general program subject continuing sharp 
attacks by press organ government majority and occasionally by 
other segments press, Batlle Berres (formerly President now Counsel- 
or), Uruguayan Embassy Washington, Uruguayan section CICYP, 
and other local groups allegedly defending producer interests. Criti- 
cism charged unfair competition with Uruguay (“dumping”) in for- 





"Source: Department of State, Central Piles, 411.3341/10-1156. Confidential. 

* Circular telegram 265 requested an Embassy report of the psychological and 
political reactions to the P.L. 480 program in countries receiving commodities under 
the program or competing with the United States for sales of such commodities. (/hid., 
411.0041/10-S56) 














* Despatch 255 from Montevideo discussed official Uruguayan interest in a P.L. 
480 agreement. (/bid., 411.3341/10-556) 





553. Editorial Note 


On October 25, the International Bank for Reconstruction and 
Development made a loan of $25.5 million to the Administracién 
General de las Usinas Eléctricas y los Teléfonos del Estado (UTE). 
The loan was to help finance the construction of a hydroelectric 
power plant at Rincon de Baygorria on the Rio Negro. The project 
was expected to increase generating capacity in Uruguay by about 
one quarter. The loan documents were signed in Washington on 
October 25 by Julio A. Lacarte Muré, Ambassador of Uruguay on 
behalf of the Republic of Uruguay; Orestes L. Lanza, President of 
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UTE, on behalf of the borrower; and W.A.B. Iliff, Vice President, on 
behalf of the International Bank for Reconstruction and Develop- 
ment. Documentation is in Department of State, Central File 
103—XMB. For additional information, see International Bank for 
Reconstruction and Development, Twel/th Annual Report of the Bank, for 
the fiscal year July 1, 1956 to June 30, 1957 (Washington, 1957), pages 
44-45. 





Memorandum From the Special Assistant to the Assistant 
Secretary of State for Inter-American Affairs (King) to the 
Assistant Secretary of State for Inter-American Affairs 
(Rubottom)’ 


Washington, May 6, 1957. 


SUBJECT 
Uruguayan Trade Contacts with Soviet Bloc in 1956 


(1) A Uruguayan firm was reported to have sold 300,000 pounds 


of wool to Communist China in mid-1955. About a year ago, reports 
were received that Communist China had contracted for the pur- 
chase of an additional 600,000 pounds of Uruguayan wool at world 
market prices. 

(2) A treaty of commerce and navigation, a commercial agree- 
ment and a payments agreement were concluded with the USSR 
during 1956. These agreements are not yet effective, since they have 
not been ratified by the respective governments. 

(3) Three economic agreements were signed with the USSR on 
August 11, 1956 providing for an increase in trade. The payments 
agreement included provision for a $4 million short-term credit in 
the case of payments imbalance. 

(4) Early in the fall, the Uruguayan Government was reportedly 
studying but considered not likely to approve a proposed payments 
agreement with Communist China. 

(5) During the year, Uruguay considerably increased its pur- 
chases from the bloc, especially cotton. A Uruguayan firm was 
granted $1.9 million in foreign exchange for imports of textile 
machinery from East Germany. 





* Source: Department of State, ARA Piles: Lot 59 D 376, Uruguay 1957. Secret. 
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(6) A Czechoslovak industrial exposition was held in Mcatevi- 
deo in November. Czechoslovakia reportedly made overtures for a 
new trade agreement with Uruguay. 

(7) Towards the end of the year, 2,700 tons of cotton, valued at 
$2.25 million, purchased from the USSR, arrived in Montevideo. 

(8) A contract was reportedly signed on November 17 in Peiping 
under which Uruguay was to export more than $3.6 million of wool 
tops to Communist China. 

(9) In an effort to balance its trade with the Soviet bloc, 
Uruguay established a network of inter-bank agreements with six 
bloc countries. (Uruguay had previously built up substantial balances 
in its favor as a result of Soviet bloc failures to provide commodi- 
ties.) The inter-bank agreement and exchange regulations appeared 
at the end of the year to have resulted in some reduction in total 
trade with the bloc. 








555. Memorandum From the Officer in Charge of River Plate 
Affairs (Watrous) to the Deputy Assistant Secretary of 


State for Inter-American Affairs (Snow)' 


Washington, June 21, 1957. 
SUBJECT 
Issues Between Uruguay and the United States 


Political 


Political relations between the United States and Uruguay are 
traditionally excellent. This has been true both because of a common 
devotion to democracy in theory and practice and because in the 
past Uruguay has made a point of seeking friendship with the 
United States as a measure of protection in relation to her large and 
powerful neighbors. 

What political differences the two nations have are largely 
marginal and matters of emphasis rather than substance. Thus, 
Uruguayans are given to criticizing the United States for “support- 
ing” dictators in Latin America and tend to take a somewhat holier- 
than-thou attitude toward our dealings with undemocratic regimes. 





‘Source: Department of State, ARA Files: Lot 59 D 376, Uruguay Study. 
Confidential. 
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The reverse of this coin recently has been a feeling in United 
States circles to the effect that Uruguay, or more specifically the 
present Uruguayan administration, has been “soft on Communism.” 
The Arbenz case, of course, provided a good talking point for this 
theory, although, for reasons set forth in a previous memorandum, I 
am not convinced that the charge of “sofiness” has always been 
kept in proper perspective. 

If, as is often maintained, relations between the two countries 
have suffered somewhat in the past few years, my belief is that this 
has been caused less by differing political viewpoints than by 
specific irritants, mostly in the economic field. These are discussed 
below. 

One difficulty stemming from Uruguay’s political system is the 
slowness of Uruguay to ratify signed agreements, a process requiring 
the approval of both houses of Congress. Among agreements which 
have been pending in the Congress for a long time are an FCED 
Treaty, a General Agreement for Technical Assistance (consolidating 
several separate agreements), and an agreement for an industrial 
productivity program. In addition, Uruguay has still to renew the Air 
Mission agreement which expired in December, 1955. 

In practice, while the delay in ratification has caused inconven- 
iences, no serious consequences have ensued. Nevertheless, the labo- 
riousness of the ratification procedure has on occasions been 


mistaken by other U.S. Government agencies for a lack of Uruguay- 
an interest, and the Department has had to struggle against a 
tendency to cut down, or out, programs in Uruguay on this ground. 


Economic 


Wool Tops. The U.S. countervailing duty on Uruguayan wool 
tops, imposed by our Treasury in 1953, is probably the single 
greatest grievance Uruguay has against us. The duty was imposed 
because Treasury considered that under Uruguay’s multiple rate 
exchange system wool tops were receiving a subsidy. Since the 
imposition Uruguayan wool tops have practically ceased to enter the 
United States. 

The Uruguayans have several times attempted, unsuccessfully, 
to convince Treasury that under the latter’s formula the duty should 
be removed. On the basis of an exchange reform of August, 1956, 
there is some reason to believe that the removal of the duty could 
now be justified. As soon as Uruguay sets two missing exchange 
rates, another attempt will probably be made. It should be added 
that there is heavy political pressure from U.S. wool manufacturers 
for the maintenance of the duty. 

GATT Meat Items. As a result of negotiations at Annecy in 1949 
the United States agreed to lower its duty on three meat items. 
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These reductions were held up at the time for technical reasons, 
following which pressure developed to have them not put in effect. 
They never have been. The Department has several times urged the 
Trade Agreement Committee to have these items proclaimed, but 
with no success. 

P.l. 480 Program. Until recently Uruguay has been probably the 
mos! outspoken critic of our P.L. 480 program. Opposition has been 
expressed on the grounds that our “dumping” of agricultural prod- 
ucts cannot fail to hurt Uruguay’s exports. In point of fact, there is 
no evidence to support this theory other than the general argument 
that if the U.S. had not “dumped” Uruguay might have received 
higher prices. 

Now that Uruguay is contemplating a P.L. 480 negotiation itself, 
it is likely that much of this criticism will die down; some resent- 
ment, however, will probably persist. 

Loans. Despite the fact that Uruguay has not officially ap- 
proached us on this score, the Embassy has consistently reported 
that Batlle Berres wants a dollar loan, and is resentful that we have 
not supplied one. 

We have tried to indicate to the Uruguayans that we would be 
happy to consider a loan, but that, if it were of the stabilization 
type, Uruguay would be expected to institute some financial re- 
forms; this condition Uruguay seems unwilling to face up to. Rather, 
they have approached New York banks and been turned down, thus 
increasing Batlle’s pique. 

The problem is complicated by the fact that, in present political 
conditions, Batlle probably would not want to ask Congress to 
approve a loan. Nor, if he did so, is there any assurance that 
Congress would do so. 

Crossties. Almost three years ago the Uruguayan State Railroad, 
through intermediarics, contracted for over one hundred thousand 
crossties from a U.S. firm, A.F. Pylant. The ties were produced 
when, through a technicality, the order was cancelled, leaving Pylant 
facing bankruptcy.’ He is unable to sell the ties elsewhere as they 
were produced and bored to peculiar Uruguayan specifications. 

For practical reasons Pylant has no way of obtaining legal 
redress; yet, not having exhausted legal remedies, we cannot make a 
formal diplomatic claim on his behalf. We have, therefore, been 
urging the Uruguayan Government on grounds of equity to find 
some solution to the problem. There is a chance that the newly- 
installed Railroad Board may be sympathetic to this approach. 





* Documentation is in Department of State, Central File 933.712. 
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The case is badly tangled up in Uruguayan politics (which 
caused cancellation in the first place) and several U.S. Senators are 
active in pressing Pylant’s claim. 

Meatpackers Problems. During the past decade a diminishing cattle 
supply in relation to a growing population has led the Uruguayan 
Government to restrict the amount of meat which it has permitted 
the two U.S. meatpacking concerns in Uruguay to pack. In addition, 
Uruguayan price and wage controls have made the packers’ opera- 
tions unprofitable; to compensate for this the Government has paid a 
subsidy to the packers, although the subsidy has not always made 
up the deficit or been paid promptly. 

The packers feel that the Government is sympathetic to their 
problems, but they still do not have a firm base for profitable long- 
term operations. 





556. Memorandum of a Conversation, Casa de Gobierno, 
Montevideo, August 12, 1957’ 


SUBJECT 
Political Factors in Uruguay: Countervailing Duties; Air Force Mission 
Agreement Extension; Crossties Case 

PARTICIPANTS 


His Excellency, Arturo Lezama, President of the National Council of 
Government of Uruguay 

The Honorable Roy R. Rubottom, Jr., Assistant Secretary of State for 
Inter American Affairs 

The Honorable Jefferson Patterson, American Ambassador 

James Espy, Esquire, Counselor of Embassy 


At 5:00 this afternoon the Assistant Secretary of State, R. R. 
Rubottom, Jr.,* accompanied by Ambassador Patterson and Mr. Espy, 
was received in a formal call by President Arturo Lezama of the 
National Council of Government of Uruguay. Following the expres- 
sion of amenities, Mr. Rubottom thanked the President for the very 
kind invitation to him to visit Uruguay. He was deeply appreciative 
of this opportunity to come here. President Lezama expressed his 





*Source: Department of State, ARA Files: Lot 59 D 376, Uruguay 1957. Confi- 
dential. Drafted by Espy. Sent to the Department of State in despatch 143 from 
Montevideo, August 20. (/bid., Central Files, 110.15-RU/8-2057) 

*Rubottom stopped in Uruguay while en route to the Buenos Aires Economic 
Conference, August 15-September 4. 
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admiration for the United States and spoke of the “unbreakable” 
esteem and friendliness which Uruguay entertains for the United 
States as the leader of the free world and defender of democratic 

Mr. Rubottom, in taking up the conversation, stated that as 
Assistant Secretary he tried to hold himself above questions of 
detail, so to speak looking down from a wide perspective upon 
relations between the United States and the Latin American 
countries. Thereby he hoped to be of greatest usefulness. Occasion- 
ally when necessary, however, he did interest himself directly in 
individual problems. He said that as he saw it from this perspective, 
there were only, in the vast field of close relations and friendly 
association that connected the family of American nations, a few 
small problems in the relations between the United States and 
Uruguay. He went on to say that he and the other officers of the 
Department of State were giving a great deal of attention to these 
problems, so much so that he had appointed, some eight months 
ago, a team of three experts to devote their time to studying means 
to solve these problems.’ 

Mr. Rubottom then stated that there was recognized in the 
Department of State the importance to Uruguay of the question of 
the countervailing duties on importation into our country of Uru- 
guayan wool tops. This subject was being thoroughly studied and he 
.vished to assure the President that everything possible was being 
done to remove the issue. During the last three months, a thorough 
examination has been made of the factors involved and it is hoped 
soon that the Department of State can approach the Department of 
the Treasury for action. Mr. Rubottom noted that the duties had 
already been reduced from 18 per cent to 6 per cent and he 
mentioned that originally the imposition of the duties was justified. 
However, the situation may have changed and possibly now some- 
thing further could be done. 

President Lezama expressed deep appreciation for this informa- 
tion and then discussed at some length the resentment and psycho- 
logical effect that the imposition of the countervailing duties had 
created in Uruguay. He concluded that this may have been a small 








* The team included Livingston D. Watrous; Albert Post, Assistant Financial 
Adviser in the Office of Inter-American Regional Economic Affairs; and John T. 
Fishburn. They drew up five lengthy memoranda: “Uruguayan Labor,” June 27, by 
Fishburn; “Uruguay, Economic and Financial Conditions and Prospects”, July 26, by 
Post; and three memoranda by Watrous, “Communism in Uruguay,” June 17, “Uru- 
guayan Political Situation,” June 18, and “Issues between Uruguay and the United 
States,” June 21, supra. (Department of State, ARA Files: Lot 59 D 376, Uruguay 
Study) 
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matter for the United States but for a small country like Uruguay it 
loomed very large. 

President Lezama then ventured the statement that there were 
several questions which he had recently discussed with Ambassador 
Patterson. He alluded to their last meeting on June 28. One of the 
points brought up was the question of the extension of the Air Force 
Mission Agreement.* He said that this was complicated by the fact 
that it was necessary for the Executive Power to submit an entirely 
new bill to the Uruguayan Congress for approval to enable the NCG 
to renew the Agreement. Such a project bill was now being pre- 
pared. The President expressed evident concern that the matter 
should have apparently been allowed to drift by the authorities who 
should have pushed it and stated that he would make it a personal 
interest. 

The second problem concerned the terminated crossties contract. 
President Lezama stated that the majority of the National Council of 
Government had been in favor of doing something about this 
unsatisfactory situation and that they had held, since his conversa- 
tion with Ambassador Patterson, three meetings with AFE. It was a 
legal question, however, and under Uruguayan laws the Government 
could not intervene. AFE was an autonomous entity and the Gov- 
ernment could not tell it what to do. In turn, AFE’s position was 
that it had twice extended the time for submission of a guarantee or 
bond for execution of the contract which the supplier of the cross- 
ties had on each occasion failed to meet. The guarantee was finally 
deposited in the United States the day after the final expiration of 
the time limit. This ended the matter as far as AFE was concerned. 
Besides, its contract was not with the American company itself but 
with a Uruguayan concern (Sociedad Reg) and there was also anoth- 
er intermediary in the United States. Mr. Rubottom said that he was 
so aware and that the name of the other intermediary was the New 
World Hardwood Company. 

When queried on the possibility of arbitration, President Lezama 
said that this had been mentioned to AFE. It replied, however, that 
there was no one with whom it could arbitrate since it did not know 
the American supplier legally as it had no contract or relation with 
him. 

Mr. Rubottom stated that he understood but that, nevertheless, 
there remained the question of equity. An American company was 
the innocent victim. It was natural that this should arouse a strong 








*The memorandum of their conversation was sent to the Department in despatch 
10 from Montevideo, July 2. (Jbid., Central Files, 733.58/7-257) 

° The status of the agreement was uncertain because of problems concerning the 
funding of compensation for Mission officers. Documentation relating to this matter 
is ibid, 733.58 for 1955 through 1957. 
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feeling of support on the part of political representatives in our 
country in the injured’s behalf. He said that he was confident that 
President Lezama would understand the insistence of these American 
legislators in this matter. For his, Mr. Rubottom’s part, he hoped 
that his hands would not be tied in dealing with our relations with 
Uruguay. 

Mr. Rubottom then suggested that possibly some sort of agree- 
ment or accord could be reached between the two governments 
which would provide for Uruguay’s taking up the ties in question 
along with the purchase of other needed ones. He said that he 
thought that we should place all the cards on the table for everyone 
to see. President Lezama indicated a favorable reaction to this idea 
and stated that he thought it should be seriously considered but 
added that nevertheless AFE would have to be a party to the 
agreement. He repeated that the government could not impose its 
will on AFE as it also could not do on any other independent 
autonomous entity such as, for instance, the Tribunal de Cuentas, 
the organ that approved expenditures of government funds. 

The conversation ended here and Mr. Rubottom then proceeded 
to one of the adjoining rooms in the Casa de Gobierno to call upon 
National Councilors Luis Batlle Berres and Alberto F. Zubiria. 








557. Notes of the Secretary of State’s Staff Meeting, 
Department of State, September 9, 1957, 9:15 a.m.’ 


[Here follow a list of those present (23), an intelligence briefing, 
and discussion of matters unrelated to Uruguay.] 

8. Liruguay—Mr. Rubottom said he was extremely discouraged 
over the poor political situation in Uruguay which is drifting into a 
potentially dangerous trend. He characterized this as one of extreme 
complacency, an unsound overdoing of the welfare state and a 
dangerous penetration of the government by Leftists and Commu- 
nists. He noted mounting anti-US feeling. 

{Here follows discussion of matters unrelated to Uruguay.] 





*Source: Department of State, Secretary's Staff Meetings: Lot 63 D 75. Secret. 
Drafted by Fisher Howe. 
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558. Memorandum of a Conversation, Montevideo, December 
10, 1957' 








PARTICIPANTS 


Ambassador Jefferson Patterson 

Mr. James Espy 

President Arturo Lezama 

Reference is made to Embassy D-556 of December 9, 1957,’ in 
which on page 2, mention is made of a prospective appointment 
with President Lezama of the National Council of Government. 

During this talk I expressed disappointment that the long- 
pending US-Uruguayan Treaty of Commerce, Friendship and Eco- 
nomic Development should have failed of action in this year’s 
Legislature.’ 

President Lezama stated that he shared my sentiments. 

Immediately thereafter President Lezama stated that he was 
engaged in a plan to make available for the use of the U.S. Air Force 
Mission to Uruguay the requisite 120,000 pesos. The President stated 
that this was, indeed, a small sum, in which observation I concurred 
adding that the officers and men of the Mission certainly spent more 
than 120,000 pesos in the course of a year for their own personal 
expenditures and those of their families. 

The President stated that the currently anomalous position of 
the Air Mission must be regularized and that, indeed, he had been 
constantly on the telephone urging, in particular, Senators of various 
political sub-divisions to approve the measure. The President added 
that while he had received assurances that the Air Force Agreement 
would be approved in the course of the current month, he was 
engaged in an endeavor, by indirection, to obtain the funds in 
question from another source. 

On my inquiring if the sole difficulty remaining in the way of 
the Air Force extension was a pecuniary one, the President replied 
affirmatively and emphatically, stating in response to another ques- 
tion that the presence of the Mission in Uruguay was highly 
desirable and desired. 





* Source: Departmen of State, Central Files, 733.58/12~-1157. Secret. Drafted by 
Patterson. This memorandum and Documents 559-561 were sent to the Department 
of State in despatch 567 from Montevideo, December 11. 

? Despatch 556 from Montevideo discussed possible methods for reallocation of 
funds to allow for continuance of the U.S. Air Force Mission. (Department of State, 
Central Files, 733.58/12~957) 

* Reference is to technical problems concerning the Supplementary Protocol to the 
Treaty of Friendship, Commerce, and Economic Development between the Oriental 
Republic of Uruguay and the United States of America signed at Montevideo on 
November 23, 1949. Documentation relating to the negotiations is ibid, 611.334/5-655. 
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Comment: | am of the opinion, accordingly, that President Lezama, 
the Minister of Defense,* and the Inspector-General of the Uruguay- 
an Air Force® are all partisans of continuation of the Air Force 
Agreement. Discovery of a source of funds for its extension should 
shortly be discovered and it will then be implemented, probably as 
outlined in Embassy Despatch No. 556, above mentioned.° 





* Raa! Gaudin. 

* Brigadier Danilo Trelles. 

*The problem was resolved on January 23, 1958, the Government of 
Uruguay issued a decree providing for payment of its share for maintenance of 
the U.S. Air Force Mission. (Department of State, Central Files, 733.58/2-658) 





559. Memorandum of a Conversation, Montevideo, December 
10, 1957' 


PARTICIPANTS 


Ambassador Jefferson Patterson 


Mr. James Espy 
President Arturo Lezama 


In the course of a conversation, chiefly on other topics, I 
inquired of President Lezama as to the progress of the NCG bill 
introduced many months since in the Legislature requesting blanket 
authorization to conclude the PL480 Agreement with U.S. Govern- 
ment agencies. 

President Lezama replied flatly that there was no hope for the 
measure, implying that too many vested interests were against it. 

On my voicing that on the other hand | understood that 
importers of tobacco, cotton and maize were in favor of the bill, he 
stated that he, too, thought the measure would be one beneficial for 
the country, but his view had found scant echo in the Legislature. 





*Source: Department of State, Central Files, 733.58/12-1157. Secret. Drafted by 
Patterson. 
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560. Memorandum of a Conversation, Montevideo, December 
10, 1957' 








PARTICIPANTS 


Ambassador Jefferson Patterson 
Mr. James Espy 
President Arturo Lezama 


On my alluding to the Frigorifico problem presented by the 
imminent closure of the two American packing plants, Artigas and 
Swift, the President remarked that the problem was a serious one. 
He stated, however, that there was really no serious lack of cattle in 
Uruguay, or there would be no such lack, were there not contraband 
over the Brazilian border, and if a black market did not flourish in 
Canelones. He felt that at least the latter situation would be correct- 
ed by the new capital being supplied the Frigorifico Nacional, which 
would enable that entity to pay its bills. 

At the present time the cattle producers were sending no cattle 
to the Montevidean “tablado”, but were either holding them on the 
“estancias” or were selling them from the “estancias” to black 
market slaughterhouses. 

The President added that he had also seen cattle exhibited at 
Fairs in the departmental towns, where there had been a good deal 
of buying and selling. He expressed himself as being somewhat 
mystified as to the destination of such cattle. 

On my inquiring if the Commission set up by the NCG, of 
which he had informed me some weeks ago at the time of his 
reception of the President of the New York Stock Exchange, had 
rendered a report, the President replied negatively. He did not 
hazard any view as to what, if anything, the Uruguayan Government 
would do, once the plants should have definitively closed their 
doors. 





*Source: Department of State, Central Files, 733.58/12~-1157. Secret. Drafted by 
Patterson. 
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561. Memorandum of a Conversation, Montevideo, December 
10, 1957° 


PARTICIPANTS 


Ambassador Jefferson Patterson 

Mr. James Espy 

President Arturo Lezama 

On my making some mention of wool tops, President Lezama 
said that he thought Sadil would remain closed, but rose to a 
defense of Uruguayan textiles. 

I stated that I had had some suits of Uruguayan wool made up 
and would be glad to wear them in the United States during my 
forthcoming leave of absence. 

Throughout our talk, the President showed a cordial disposition, 
expressed good wishes to us and our families for the holidays, and 
welcomed Mr. Espy in his capacity as Chargé d’Affaires ad interim. 





* Source: Department of State, Central Files, 733.58/12-1157. Secret. Drafted by 
Patterson. 





562. Memorandum From the Officer in Charge of River Plate 
Affairs (Watrous) to the Assistant Secretary of State for 
Inter-American Affairs (Rubottom)' 


Washington, December 26, 1957. 
SUBJECT 
Uruguay: Prospects for a PL 480 Program 


With regard to your inquiry concerning a possible P.L. 480 
program for Uruguay, the situation is as follows. 

The Uruguayan Government in general, and Batlle Berres in 
particular, has long been the most vocal critic in South America of 
this Program. Early in 1957, however, Uruguayan proponents of an 
agreement persuaded the National Council of Government to discuss 
the possibility of making purchases from us under the law. At this 
time Batlle is reported to have stated that, although he had not 
changed his antagonism to the program, he would not stand in the 





‘Source: Department of State, Central Files, 733.5-MSP/12-2657. Confidential 
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way of an agreement in view of the drought conditions afflicting the 
country. 

Even under emergency conditions, however, the Uruguayan 
Government felt that political bickering would not allow Congress to 
ratify a completed agreement. The only hope was felt to be a 
blanket law authorizing the Administration to negotiate an agree- 
ment. The draft of such a law was submitted by the NCG to 
Congress on May 14 of this year. No action of any kind has been 
taken on it since. 

Our Embassy has made various inquiries regarding the bill since 
that time, from which it has become increasingly apparent that with 
Uruguay's recovery from the drought and, perhaps more important- 
ly, with Uruguayan politicians immersed in preparations for the 1958 
elections, the bill is simply to be allowed to die a natural death. (The 
Congress is actually now in recess until] March 15, at which time 
political pressures will undoubtedly be even greater than they are 
now). Ambassador Patterson raised the subject with President Leza- 
ma as recently as December 10; according to the Ambassador, 
. ident Lezama replied flatly that there was no hope for the 
measure... 





* Ellipsis in the source text. 








VENEZUELA 


POLITICAL, ECONOMIC, AND MILITARY RELATIONS OF THE UNITED 
STATES AND VENEZUELA’ 


563. Editorial Note 


On January 4, 1955, Venezuelan President Pérez Jiménez in- 
formed Ambassador Fletcher Warren that he favored reopening the 
military staff conversations with the United States initiated in March 
1951. The objective of these conversations was to ensure the security 
of the Venezuelan oil system through a combined United States- 
Venezuelan defense effort. (Department of State, Ceniral Files, 
731.5-MSP/1-455) The talks had been stalled principally because of 
other United States defense priorities and various technical problems 
relating to credit terms for Venezuela’s payment for military equip- 
ment required for the defense effort. Preparations for the formal 
meetings with the Venezuelans began in February 1955 and contin- 
ued throughout the year. Documentation concerning the delibera- 
tions of the Commander in Chief, Caribbean; the component 
commanders; the Army, Navy, and Air Force Mission Chiefs in 
Venezuela; and Embassy representatives is ibid, Caracas Embassy 
Files, 1948-1956: Lot 64 F 14, 400 Defense Talks. Periodic progress 
reports on the preparations are ibid, Central File 731.5-MSP for 
1955. 





For previous documentation, see Forrign Relations, 1952-1954, vol. tv, pp. 1587 ff 





564. Editorial Note 


On February 26, the White House released a report on energy 
supplies and resources policy by the Cabinet Committee on Energy 
Supplies and Resources Policy, established by President Eisenhower 
in July 1954 to study the development of energy supplies in the 
United States. The report concluded that, in the interest of national 
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security, the balance between imports of crude and residual oil and 
domestic production of crude oil should remain the same as in 1954. 
Accordingly, the importing companies were requested to restrict 
imports of petroleum into the United States on a voluntary, individ- 
ual basis. Throughout 1955 and 1956, there was considerable debate 
in Congress over possible legislative restriction. Documentation con- 
cerning United States oil policy and Venezuelan imports is in De- 
partment cf State, Central Files 411.316 and 831.2553 and ibid, ARA 
Files: Lot 59 D 12, Venezuela and Economic—Oil 1957. 





565. Telegram From the Ambassador in Venezuela (Warren) to 
the Department of State’ 


Caracas, March 30, 1955—6 p.m. 


311. Because overriding importance relations Venezuela, US im- 
pending action USA Senate respect restrictions USA importation oil* 
it seems advisable Embassy summarize its understanding Venezuelan 
situation and its implications. 

1. [Garble] to this government's foreign policy is its realization 
interdependence USA-Venezuela because her oil, iron ore, industrial 
diamonds, strategic location and her need USA supplies and sea 
protection in case of war. 

2. She also realizes her 5 million population one of five best 
USA customers buying more from US than selling US. 

3. Her capacity buy USA depends directly her ability sell US. 

4. She best example world today USA method doing business 
and is showroom for success our system. 

5. Other Latin American nations criticize her for following our 
system. 

6. Position Venezuela this respect due declared intention Vene- 
zuelan Government follow our system through foreign policy based 
on USA friendship. 

7. Stability this government depends upon its oil revenues. 

8. Oil revenues depend continued good USA market. 





* Source: Department of State, Central Piles, 831.2553/3-3055. Confidential. For- 
warded to the Special Assistant to the President for Economic Affairs, Gabriel Hauge, 
for information and distribution, as appropriate, within the White House. 

* Telegram 290 to Caracas, March 28, reported strong support in the Senate for an 
oil import quota. (/ia ) 
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9. Venezuela has indicated readiness cooperate give reasonable 
protection that market by voluntary restrictions. 

10. Neither public nor governmental opinion will accept supine- 
ly USA imposition legislative restrictions and consequent curtail- 
ments to market for oil. 


(A) Such contingency would force Venezuela take retaliatory 
action including denunciation USA Trade Agreement and declaration 
tariff increases. 


11. Despite such retaliation public opinion may well bring about 
overthrow this government. 

12. Any ensuing government would be more leftist, less friendly 
USA. 

13. Such government might well nationalize oil and iron ore 
industry. 

14. At any rate USA would (a) force a friendly government into 
camp those opposed private initiative capital, (b) lose outstanding 
example good oil company-government relationships, forfeit its 
showroom for USA system and its superiority in best Latin Ameri- 
can market, and (c) retard or prejudice progress made in persuading 
other Latin countries such as Argentina, Peru and Brazil of advan- 
tages of participation private US interests in petroleum industry. 

15. Venezuelan Government reluctant believe USA would upset 
this mutually advantageous relation even though coal and independ- 
ent oil industry may need attention. 

16. This government and people subconsciously unwilling be- 
lieve their national prosperity and basis of this regime can be swept 
away by action of foreign leg of a legislative body. 

17. If legislative restrictions’ are imposed Embassy has no doubt 
Venezuela will immediately react with violent censure and retalia- 
tion. 

Warren 





* Further documentation concerning possible legislative restrictions is ibid 431 006 
and 411.316 
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566. Memorandum of a Conversation, Department of State, 
Washington, June 14, 1955" 








PARTICIPANTS 
Messrs. Holland, Sparks, Hilton, Atwood, Dearborn, Davis 


Mr. Holland expressed his concern over reports that the Vene- 
zuelan Government is taking a more pugnacious attitude in its 
differences with the U.S.; that the influence and prestige of the 
foreign oil companies is diminishing; and particularly, that the 
elements in the Government who favor its intervention in business 
are gaining in influence. 

Based on Mr. Davis’ study of the reports and despatches from 
Embassy Caracas, special reference was made to developments in the 
national steel industry (including the Caroni power project) and the 
petro-chemical, natural gas, oil, and aluminum industries. Brief refer- 
ence was made to the factors of desire for power and graft. 

Mr. Holland suggested that in order to take effective action to 
combat the unfavorable trend we should know who was responsible 
for it. It is his impression that in Venezuela possibly no more than 4 
or 5 individuals determine policy of this sort and if we know what 
makes them act as they do we may be able to persuade them that 
such action is not in their best interest. After discussion of the 
p*oblem the following course of action was agreed upon: 

An instruction will be sent to Embassy Caracas’ asking the 
Embassy for its views as to the key individuals in this situation and 
what makes them feel and act as they do as well as any other 
suggestions the Embassy may have to offer.’ Upon receipt of this 
information we will formulate our procedures. Possible lines of 
action would be as follows: 


1) Let those appropriate key Venezuelans know that if Ven- 
ezuela ceases to be identified in US minds with private enterprise, 
Venezuela will lose the battle aga.:::: oil restrictions in our next 
Congress. It should be made clear that it is not the State Depart- 
ment, but Venezuela’s friends in U.S. business and industry who 
decide this battle. 





* Source: Department of State, Central Files, 611.31/6-1455. Confidential. Drafted 
by Davis. 

*Sent as instruction A-5S to Caracas, July 8. (/bid, 611.31/7-855) The Embassy 
prepared a preliminary list of key Venezuclans and sent it to the Department under 
cover of Warren's letter to Holland of September 15. (/bid., Holland Files: Lot 57 D 
295, Venezuela) Later, another list was drawn up in cooperation with the US. 
Information Service and transmitted in despatch 474 from Caracas, January 27, 1956. 
(/bid., Central Files, 731.00/1-2756) 

* Warren commented on this subject in a series of informal letters to Holland in 
August and September 1956. (/bid, Holland Files: Lot 57 D 295, Venezuela) 
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2) Advise key Venezuelans to use their funds, for example, to 
set up Venezuela’s own Eximbank which could further the industrial 
development of the country, rather than sinking Government funds 
directly in investment industry. (This would not preclude assistance 
by our own Eximbank). Highway development would offer a highly 
constructive use for Venezuelan Government funds. 

3) Get our Embassy in Caracas to tell us what industries it 
believes will next be invaded by the Venezuelan Government and 
then beat the bushes here for U.S. private capital to undertake 
whatever industrial development is necessary along this line in 
Venezuela.* 

4) In the near future an OCB should be worked out to 
a, as a guide and directive for U.S. Government policy in this 





* Instruction A-5 also included points 1-3. 

* Reference is to “Analysis of Internal Security Situation in Venezuela and 
Recommended Action,” June 13, 1956. (Department of State, OCB Files: Lot 61 D 
385, Latin America) See Document 570. 





567. Memorandum of a Conversation Between Foreign 
Minister Otafiez and the Assistant Secretary of State for 
Inter-American Affairs (Holland), San Francisco, June 24, 
1955' 


SUBJECT 
Venezuela: Petroleum; Government's Invading Field of Private Enterprise 


I had a conversation with Foreign Minister Otafez in San 
Francisco on a number of subjects which are covered in another 
memorandum.” 

I told the Foreign Minister that I would like to discuss the 
petroleum problem and made more or less the following statements 
to him. 

Venezuela must understand that there is no possible way for the 
United States to give assurance that the regular attempts to restrict 
importation of Venezuelan oil will end. On the contrary, we can be 





*Source: Department of State, Central Files, 831.2553/6-2455. Confidential. 
Drafted by Holland. Otafiez and Holland were attending the Special Terth Anniver- 
sary Session of the United Nations. 

*Two other memoranda of conversation are dated June 24. One recorded a 
conversation on atomic agreements and loan and technical aid programs. (/bid., 
611.3197/6-2455) The other concerned the residence in Puerto Rico of exiled opposi- 
tion ieader, Romulo Betancourt. (/bid., 731.00/6-2455) 
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sure that every year such an attempt will be made. The Executive 
branch of the Government has demonstrated that, consistently with 
its announced policies on trade, it opposes any such restriction. 
However, the ultimate decision lies in the hands of the Congress and 
the Executive does not control the Congress. The decisions of the 
Congress reflect, as they should in any democratic country, the 
prevailing thought among the people. The fact that thus far restric- 
tions on importations of Venezuelan petroleum have been avoided is 
not due to the position of the Executive, although that position is 
well known, but is due, instead, to the fact that significant sectors of 
public opinion in the United States oppose any such restriction. 
These sectors include exporters who rely upon the important market 
for U.S. exports represented by Venezuela, private interests owning 
investments in Venezuela, and that growing sector of our public 
opinion which believes in a strong and expanding inter-American 
trade. 

The only really effective way for Venezuela to protect itself 
against restrictions on its oil exports is to strengthen those sectors in 
the United States who, whenever the issue is raised, throw their 
weight against the imposition of restrictions. The only way to retain 
and intensify the support of these groups is to convince the U.S. 
exporters that their own market in Venezuela will not be imperiled 
through Venezuelan trade restrictions; to convince U.S. investors in 
Venezuela that the Government’s traditional reliance on the private 
enterprise system will not be abandoned for a policy of competing 
with or replacing private enterprise. If either of these two changes 
should occur, the surely foreseeable result will be that U.S. interests 
favoring restrictions on Venezuelan exports of petroleum will prevail 
in the next Congress, not because of any increased strength on their 
part, but because of a weakening of their opposition. 

The Foreign Minister said that he fully agreed with everything 
that I had said; that Venezuela was firmly committed to a policy of 
reliance upon private enterprise, and that the Government had no 
intention to replace or compete with private businessmen. 

I told the Foreign Minister that this pleased me because rumors 
had reached me with some insistency that the Government was 
inclining more toward a policy of invading the field of private 
enterprise, and that I felt sure that this would inevitably weaken 
those sectors in the United States who had traditionally supported 
Venezuela’s position in the Congress. He replied that it might be 
true that from time to time the Government would undertake the 
creation of some new enterprise, but that it would do so only when 
private enterprise itself was unwilling to take the step, and that it 
would do so always with the intention of divesting itself of the 
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enterprise as soon as it was self-sustaining and private interest 
demonstrated a willingness to take it over. 

I said that this was encouraging and that it was inconsistent 
with a rumor which had reached me recently to the effect that when 
a group of private businessmen had proposed to the Government the 
establishment of a gas distribution system, the Government had 
refused the permit saying that it intended to establish such a system 
itself. He showed some confusion at this statement and said that 
perhaps the Government was unwilling to allow private investors to 
undertake a service which could not be furnished by them at a 
profit. 

I then told the Foreign Minister that it seemed to me that 
Venezuela should constantly be on the alert for opportunities to 
create good will in the United States. I said that if the Government 
availed itself of such opportunities as might present themselves and 
if he would give me the necessary information, it would give the 
Department much pleasure to attempt to see that proper publicity 
were given. I said that, for example, if he could give me accurate 
information fegarding the reported investment recently in Peru by 
the Venezuelan businessmen we would try to publicize that. I 
pointed out that Venezuela was known throughout Latin America as 
an exceedingly prosperous country and said that if it could make a 
gesture of extending aid to some other less fortunately situated 
country, that, too, could be made the basis for favorable publicity. I 
suggested that it might be possible for the Venezuelan Government 
to find some proper means for extending aid to Guatemala. He 
replied that the Government had, in fact, sent petroleum experts to 
Guatemala in order to assist the latter in its drafting of a petroleum 
code. He agreed to send me further information on this. He added 
that Venezuela had under study at the time a loan to the Haitian 
Government for the purpose of establishing air fields. I said that 
this, likewise, would be a good thing for us to publicize here. 

I told him that the reserves of capital and trained technicians 
available to any government were invariably far less than those 
which private enterprise could make available. I pointed out that 
when a government establishes a business, it invariably means 
freezing a certain amount of the government's available capital and 
likewise tying up a portion of its limited reserves of technical 
people. On the other hand, if the government lends money to 
private enterprise to establish a business, that money is repaid an J 
may be utilized amew for the establishment of another business 
through a second loan to other private investors. Such a policy has 
the additional advantage of attracting private capital to complement 
that supplied by the governmert and of utilizing technical people 
drawn from private industry rather than burdening the limited 
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seserves of such people accessible to the government. I asked wheth- 
er the Government of Venezuela had ever considered the establish- 
ment of a bank which would lend investment capital to its own 
citizens for the establishment of new enterprises rather than using its 
capital to establish those businesses itself. He said that Venezuela 
has experimented with a development corporation; that it had been a 
failure, but that its failure was in his opinion due to the fact that the 
corporation had tried to play the role of owner and operator and 
that no governmental institution was capable of doing that efficient- 
ly. He said that he would give further thought to the idea of loans 
to Venezuelan businessmen for these purposes. 

At the conclusion of the conversation, I believe there was no 
question in the Foreign Minister’s mind as to our concern about the 
recent trend in Venezuela, and that he fully understands our fears as 
to the repercussions that it might have on their petroleum problem. 
The conversation was cordial and the Foreign Minister professed to 
agree fully with everything that I told him. 





568. Telegram From the Ambassador in Venezuela (Warren) to 
the Department of State’ 


Caracas, November 25, 1955—5 p.m. 


165. When I saw President Perez yesterday re my Washington 
visit I brought up several matters. 

A. I expressed the concern in Washington lest Perez Govern- 
ment be headed for nationalization of industries. Citing steel mill, 
petrochemical project and Guarico Dam as special undertakings 
which Venezuela is attempting endeavor broaden industrial base and 
protect overall national interest, he assured me he, his government 
have given no thought such thing nationalization industries and 
asked me to transrit his reassurance to Department. (Comment: I 
felt he was sincere in his assurance but am glad matter was raised 
with him. FW). 

B. I mentioned uneasiness USA possibility Venezuela might 
embark on series tariff increases American products. He stated 
emphatically understanding his government's mutuality USA Vene- 
zuela trade. He said we realize that if USA does not place restrictions 
our petroleum we should not raise tariff USA goods. Furthermore, he 





* Source: Department of State, Central Files, 831.19/11-2555. Confidential. 
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added, we have a trade agreement with you and we always keep 
that in mind.” He left no doubt with me re his position. (Comment: 
This Embassy is not sure President’s views are shared by all his 
C. Pointed out Embassy aware we no longer have contractual 
basis for operation USA Army mission here. President reassured me 
categorically. Said new agreement being prepared to contain certain 
changes. Venezuela must have and wants USA military missions. It 
intends ask for additional military specialists. Said signing new 
agreement solely matter time.° 
D. Told President I had been asked Washington re oil conces- 
sions. He spoke positively their being granted. Declared whole 
picture under scrutiny. Said when matter made known Venezuelan 
public it must be crystal clear (Spanish: diafano). He did not so say 
but I thought his remarks indicated action soon. 
Warren 





* Reference is to the Supplementary Trade Agreement, signed at Caracas August 
28, 1952, and entered into force October 11, 1952. For text, see 3 UST (pt. 3) 4195. 

> An agreement extending the Army Mission agreement of August 10, 1951, was 
effected by an exchange of notes at Washington February 11 and 15, 1957, and 
entered into force on the latter date. For text of the 1957 agreement, see 8 UST 211. 





569. | Telegram From the Ambassador in Venezuela (Warren) to 
the Department of State’ 


Caracas, January 12, 1956—4 p.m. 


246. Saw President Perez this morning for periodic conversation. 
Following were covered: 

1. Congratulated him on press reports today that last night he 
announced Venezuelan Government's decision open doors for appli- 
cations for oil concessions.” He reminded (see paragraph D Embtel 
165 November 25) he had said they would be granted and only lack 





* Source: Department of State, Central Files, 831.19/1-1256. Confidential. 

* At a meeting of the Supreme Council on Production, January 11, the Govern- 
ment of Venezuela announced its general oil policy as a first step toward actually 
granting concessions. The announcement stated that special benefits would be re- 
quired from new concessionaires, including increased exploration and exploitation 
taxes, increased royalties, higher percentage of oil refined in Venezuela, and coopera- 
tion with the government in developing certain induc*ries. Documentation relating to 
the announcement is ibid, 831.2553. 
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time had prevented his making announcement prior New Year. He 
was obviously pleased decision and my felicitations. 

2. He thought time opportune for renewal military staff conver- 
sations. I told him Department and CINCARIB would be informed. 
President added conversations must await return Minister Defense 
from 8 day visit Peru (see 4 below). 

3. Expressed my satisfaction Venezuelan Government has given 
approval Inter American Defense Plan with reservations.’ He decried 
importance reservations emphasized need desire Venezuela cooperate 
continental defense. I mentioned efforts already underway take care 
reservations. 

4. I referred today press report Defense Minister Mazzei leaving 
for Peru. He said visit purpose laying corner stone monument Lima 
to Venezuelan revolutionary General Salom. (Peru Ambassador Gar- 
land was at President’s palace and confirmed above saying Mazzei 
going because had been unable accompany President Perez Lima 
trip.) 

5. Said I was sorry US firms* lost out on steel mill contract but 
hoped there would be other occasions when they would be consid- 
ered and we could be helpful. He said Americans had lost out° 
because guarantee terms were “a bit stiff’ for a country priding 
itself on paying and possession unusual resources for paying.® | said 
understood Venezuelan idea and as American tried explain position 
US firms. I brought out guarantee terms were not those US Govern- 
ment but those of industrial banking firms. He said understood but 
clear he thought they should have been able find way. 

6. Gave him essence information contained Department’s A-91 
December 6 re Whisper article.’ Stressed Department had studied 
matter see whether there anything it could do and found there was 
not. He commented he understood. I believe incident now passed. 








* These reservations indicated: (1) that Venezuela's contribution to continental 
defense would be limited to the defense of its own territory; (2) that arrangements 
with European powers for the security of colonies in the Western Hemisphere were 
the primary responsibilit; of the American states nearest to those colonies; and (3) 
that the Caribbean-Panama-Galapagos defense sector, which included Venezuela, 
should also include British Guiana. Documentation on this subject is ibid., 710.5. 

* Reference is to the International General Electric Corporation. Documentation 

the steel mill contract is ibid, ARA Files: Lot 58 D 564, Summaries. 

* The Italian firm Fiat was awarded the contract. 

* These terms would have required the Government of Venezuela to post collater- 
al in New York banks for an estimated $60 million of purchases in the United States, 
utilizing some of the dollar balance in the Venezuelan Central Bank. 

” Reference is to an article critical of Pérez in the December 1955 issue of Whisper. 
Documentation concerning the matter is in Department of State, Central File 731.11/ 
11-2555. 
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7. I did not mention Manger candidacy* considering it preferable 
he receive bad news first from Minister Foreign Affairs. 

8. I mentioned again that military mission contract not yet 
renewed. He reassured me saying delay due simply press other 
matters. He was very complimentary re work mission saying he 
informed by his military they do more than they required do. 

Comment: Reference 5 supra. 1 took opportunity suggest President 
that whenever I might find here some authority credit finance 
guarantees of calibre Burgess, Black or Waugh I would like bring 
him to President for a personal conversation re these important 
subjects. He indicated would welcome such opportunity. I can tele- 
phone him whenever I have such an authority. 





Warren 





* Reference is to William Manger, candidate for election to the post of Secretary 
General of the Organization of American States. Documentation on Venezuclan 
support of Manger is ibid, 361/12-2655 and 364/1-2456. 





570. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Acting Secretary 
of State’ 


Washington, June 1, 1956. 
SUBJECT 


OCB Paper’ on Venezuela Under NSC Action 1290-d’ 


As you are aware the internal security of Venezuela is important 
because of the strategic value of its oil and iron ore and its 
geographic location. The Government of General Pérez Jiménez, 
which depends mainly on a flourishing economy and the continued 





* Source: Department of State, OCB Files: Lot 62 D 430, Latin America 1956. Top 


. * Reference is to the May 29 version of the OCB paper, “Analysis of Internal 
Security Situation in Venezuela and Recommended Action,” dated June 13, 1956. No 
copy of the May 29 draft has been found in Department of State files. 

*This action, taken at the 229th meeting of the NSC, December 21, 1954, 
established a program aimed at improving internal security (constabulary forces, etc.) 
and destroying Communist apparatus in free world countries regarded by the United 
States as vulnerable to Communist subversion. See the Memorandum of Discussion at 
the 229th meeting of the NSC in Foreign Relations, 1952-1954, vol. ti, Part 1, p. 832. 
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support of the Army, appears stable despite some Army dissatisfac- 
tion with extensive graft and brutality. The Government is basically 
anti-communist. 

The analysis of internal security conditions in Venezuela indi- 
cates that the communist parties have been outlawed, the total 
number of communists is not large and their activities are restricted. 
The internal security forces of Venezuela are quite effective against 
communists whenever these are believed to threaten the stability of 
the present government. Principal weaknesses are the Government's 
concentration on suppression of the political opposition (frequently 
mislabeled communist) rather than on the real communists, failure to 
recognize the danger of permitting communists to entrench them- 
selves in labor, and inadequate knowledge of the organization and 
capabilities of the underground communist movement. 

The principal internal security agency (SN) and its Director, 
Estrada, have become symbols of intelligence activity and quite 
ruthless repression directed chiefly against domestic political opposi- 
tion, both civilian and military, and have incurred the enmity not 
only of many important civilians but of important military leaders as 
well. Thus, any action which identifies the US. with SN may 
damage our relations with important elements in Venezuela, whether 
or not such elements are vocal at present. .. . 








That you move approval of the paper by the OCB subject to 
the adoption of paragraph 54c or, if that is unacceptable, then 


paragraph 54b.° 





* The OCB Working Group was split on the recommendation for a survey of the 
Venezuelan Department of National Security (SN), headed by Pedro Estrada. Tle 
positions were set forth in paragraphs 54a, 54b, and 54c. Documentation concerning 
the interagency split is in briefing papers prepared for the Acting Secretary of State, 
May 31. (Department of State, OCB Files: Lot 62 D 430, Latin America 1956) 

* There is no indication on the source text that it was approved by Hoover. 
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571. Excerpt From Informal Notes of the Meeting of the 


| asic egraemeree duran aeeammaecanereies 
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1290-d Paper on Venezuela 


There was discussion of the OCB 1290-d paper of May 29. Mr. 
Gordon Gray opposed the idea of stimulating the Government of 
Venezuela to request a survey of the Venezuelan national security 
organization. Mr. Hollister said he also was not favorably impressed 
with the need for such a survey and that he was strongly opposed to 
the proposal that IC.". be asked to pay for it. He said that, if the 
Venezuelan Government spontaneously asked for a survey, ICA 
would not object to its being undertaken, but the Venezuelan 
Government should pay for it. 

Mr. MacArthur spoke along the lines of Mr. Holland’s memo- 
randum of June 1 and said that while the Department of State did 
not think, on balance, that a survey was necessary, it could not agree 
to such a survey except under the circumstances set forth in para- 
graph 54c of the OCB 1290-d paper. 

Mr. Dulles said he was not fully briefec un this as he had spent 
the morning at the Army War College at Carlisle, Pennsylvania. He 
had been under the impression that the Venezuelan Government had 
in fact requested a survey, and since this was not the case, he was 
disposed personally to agree with Mr. Gordon Gray that the Vene- 
zuelan Government not be stimulated to ask for such a survey and 
that this >: posal be dropped. He was also impressed with the 
political corisiderations involved which Mr. MacArthur had outlined. 
He said, however, that before definitively agreeing to drop this 
project, he would like to check with his people, and it was agreed 
that he should do so and that the item would come up again for 
consideration at the OCB meeting next Wednesday.’ 





"Source: Department of State, OCB Files: Lot 62 D 430, Latin America 1956. 


2 The survey proposal was dropped, and the OCB paper was approved, as revised, 
at the Special Meeting of the Operations Coordinating Board, June 13. (/bid, Venezue- 
la) 
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572. Memorandum of a Conversation Between the Assistant 
Secretary of State for Inter-American Affairs (Holland) 
and the Venezuelan Ambassador (Gonzalez), Washington, 


June 7, 1956' 








Venezuelar Matters 


The Ambassador said that shortly his Government would proba- 
bly call in the United States Ambassador and state that it would be 
impossible for President Perez Jimenez to attend the conference in 
Panama.* The grounds given would be that it would be essential for 


said that I agreed with him and went on to tell him why. 
pointed out that Venezuela has a greater interest than any 
other Latin American country in the preservation of the U.S. policy 


2 
| 
| 
: 


Congress every , Venezuela can count on the fact that 
Congress assembles the danger will exist that legislation 
restricting the access of her petroleum to the US. 


itt 
fi 
Z as 7 
beqpel 
‘ 
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z 
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a possibility. | pointed out that Dr. Milton Eisenhower 


i 
i 
4 
| 
| 
. 
! 


persons whom I had mentioned, particularly since it appeared that 





* Source: Department of State, Holland Files: Lot 57 D 295, Venezuela. Confiden- 


E 


® Reference is to the Meeting of the Presidents of the American Republics, July 
22-24; see vol. vi, Documents 109 ff 
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President Eisenhower might well be our President for an additional 
four years. Thus, it seemed to me, that for President Perez Jimenez 
not to attend the meeting was, indeed, an error from the Venezuelan 
point of view. 

The Ambassador expressed strong agreement with me and said 
that he was going to renew his efforts to persuade President Perez 
Jimenez to attend the meeting. 








573. Letter From the Assistant Secretary of State for Inter- 
American Affairs (Holland) to the Ambassador in 
Venezuela (Mcintosh)' 


Washington, June 21, 1956. 





among civilian government officials or 


: 
| 
; 
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shall continue to follow with interest your despatches and other 
reports on the subject. 

With best wishes, 

Sincerely, 








Henry F. Holland’ 





* Printed from a copy which bears this typed signature. 





574. Memorandum of a Conversation, Embassy Residence, 
Panama City, July 23, 1956° 


President Perez Jimenez opened the conversation by thanking 
the President for receiving him and expressing his satisfaction at 
seeing the President looking so well. The President said that consid- 
erable enthusiasm had been shown during the meeting the previous 
day but that he felt that the speeches had been interesting and that 
the meeting was a useful one. 

The President of Venezuela said that he felt that it was valuable 
as a first contact between the Chiefs of State and that he agreed 
with what the President had said that such meetings were useful. 
After preliminary contacts further meetings could be helpful. 

The President said that he was very happy that the Venezuelan 
President had been able to attend the meeting. He had sent Mr. 
Holland down to say how important he felt this meeting was. The 
President of Venezuela said that this was a great honor and had 
convinced him he should come. 

The Secretary of State then said to the President that President 
Perez Jimenez had produced more than oratory on the previous day, 





Source: Eisenhower Library, Whitman File, International File. Secret. No drafting 
information appears on the source text 
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he had offered to “put cash on the line.” The President said that he 
much appreciated this gesture on the part of Venezuela. 

President Perez Jimenez said he felt that besides talk there was 
need for something concrete. He said that the speeches had been 
very long the previous day and that the South Americans had much 
to learn from the United States in this respect; that is, less talk and 
more concrete performance. 

Asst Secy Holland said that the Venezuelans did not have much 
to learn in this respect. A year ago when he had been in Venezuela 
they had shown him a mountain and told him that they wanted to 
build a cable car up the mountain and a hotel at the summit. He had 
felt that this was something that might some day come to pass, but 
when he had been in Venezuela two weeks ago the cable car was 
already built and ten stories of the eighteen story hotel were already 
up. 

President Perez Jimenez said that this was true but that they 
still had much to learn from the United States. 

The President then referred to the allusion in his speech of the 
previous day to the benefits that might accrue to human society 
from nuclear science in the fields of power, medicine and agriculture. 
Nuclear power on a competitive basis was probably still some years 
away, yet there were areas where there was no other possibility of 
furnishing power and if there was no alternative source then nuclear 
power was the only possible answer. In the field of medicine great 
strides had been made in locating brain tumors through the use of 
radioactive isotopes. There were other uses for these products. He 
felt that every doctur should attend a course on the contribution of 
nuclear science to medicine. In the field of agriculture it could be 
determined whether more or less fertilizer was required to obtain 
maximum production. This science opened up whole new perspec- 
tives. 

President Perez Jimenez said that they had had many contacts 
with U.S. experts in this field thanks to the good will of the U.S. 
Government and that they had an institute which studied these 
matters in Venezuela, this was the Neurological Institute. The Presi- 
dent expressed his satisfaction at this. 

President Perez Jimenez then said that within their own 
Venezuelan framework they had found a system which they be- 
lieved was effective because it “took the wind out of the sails” of 
the communists. Of course in some cases repression was necessary 
but they felt that this should be resorted to only as a last measure. 
More effective was giving the working class more than the commu- 
nists promised. He recalled that in 1945 there had been troubles in 
Venezuela and that the embittered workers nad sacked the Paraiso 
Club which to them was a symbol of advantages enjoyed by the 
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upper class. Today alongside of the Paraiso Club was the headquar- 
ters of the Labor Union, which was much more magnificent than the 
Paraiso Club, and he added humorously that if there were other 
disturbances it would probably be the members of the Paraiso Club 
sacking the Labor Union headquarters. 

The President said that in the United States also the labor 
unions had fine headquarters. He knew of a recent case where a 
branch of one of the unions had paid a million dollars for a building 
site. 

President Perez Jimenez then repeated his conviction that “tak- 
ing the wind out of the communists’ sails” was the most effective 
means of combatting them. Their efforts now tended towards creat- 
ing trouble between the United States and the countries friendly to 
it. 

President Eisenhower then said that the communists were now 
preaching nationalism rather than their old style internationalism, 
and the Venezuelan President said that this form of communism was 
perhaps the most dangerous one. 

Secretary Dulles then said that the declaration of solidarity 
against communism’ had been adopted at the Caracas conference; 
and the President said that we had tried to write a citation that 
would express what we thought of the fine work that the Venezue- 
lans had done in this connection. 

The President and President Perez Jimenez then spoke briefly of 
their experience in the military and civilian spheres of activity. They 
agreed that it was not sufficient to issue orders. Their execution had 
to be checked constantly. 

The Venezuelan President then indicated that he would be 
delighted to have his picture taken with the President and repeated 
his desire for close and friendly relations with the United States; and 
the President expressed the same disposition towards Venezuela. 

The President then escorted President Perez Jimenez to the door 
of the Embassy where photographs were taken. 





* Reference is to Resolution XCIlIl, entitled “Declaration of Solidarity for the 


Preservation of Political Integrity of the American States Against the Intervention of 
International Communism,” approved on March 28, 1954, at the Tenth Inter-Ameri- 
can Conference which met at Caracas, March 1-28, 1954. For text of the resolution, 
see Tenth Inter-American Conference: Report of the Delegation 0, the United States of America with 
Related Documents (Department of State Publication 5692, Washington, 1955), pp. 
156-158. For documentation on the conference, see Foreign Relations, 1952-1954, vol. tv, 
pp. 264 ff. 
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575. Memorandum of a Conversation, Department of State, 
Washington, August 28, 1956' 


SUBJECT 
Sale of Arms for Credit to Venezuela 
PARTICIPANTS 


G—Mr. Robert Murphy 

Mr. Gordon Gray, Asst. Secy of Defense (International Security Affairs) 
Capt. Daniel Stuart, Office of Asst. Secy of Defense Gray 

ARA—Mr. Henry F. Holland 


Mr. Holland stated that the problem was whether to sell some 
200 to 400 million dollars worth of arms to Venezuela on credit. He 
described the history of the staff talks with Venezuela and said that 
he understood that it was possible that we had made a commitment 
to the Venezuelans in the course of those talks to give them credit 
of three years and to consider sympathetically longer terms than 
that. 

Weighing in favor of granting the credit, Mr. Holland contin- 
ued, were: 


- (1) vy necessity for fulfilling any commitments which we may 
2 made, an 

a e desirability of sa genuinely military objec- 
tives that we might have in mind that connection Mr. Holland 
felt that no arms were needed in order to maintain internal security 
in Venezuela; the danger which the government faces is that of a 
palace revolt by the armed forces, not of any uprising from the 
people themselves. Any arms which the government t want for 
internal security are probably really wanted in order to satisfy the 
armed forces. 


Weighing against the sale of these arms is the fact that a 
substantial increase in the armed strength of Venezuela will surely 
set off a chain reaction leading to arms increases in Colombia, Peru, 
Ecuador and Chile. The same chain reaction would extend through 
Brazil and Argentina. 

Mr. Gray said that he was not sure whether the proposal of 
credit had been authorized by Defense and, if so, whether it had in 
fact been communicated to the Venezuelans. He was concerned 
about the source of any funds which might be lent to the Venezue- 
lans to make arms purchases, since such funds might come out of 
the appropriations to the various armed services. 





* Source: Department of State, Central Files, 731.56/8-2856. Top Secret. Drafted 
by Holland. 
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It was finally agreed that Mr. Gray would inform himself 
further of the facts and that we would meet again, probably next 
week. 





576. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Holland) to the Under Secretary 
of State (Hoover)' 


Washington, September 10, 1956. 


SUBJECT 
Pending Problems with Venezuela 


In view of the current interest in the Suez situation, its possible 
implications for the free world’s supply of petroleum, and Venezue- 
la’s position as a leading supplier, this paper provides information on 
pending problems that might affect adversely our good relations 
with Venezuela. 


Activities of Venezuelan Exile Against Venezuelan Officials 


President Pérez Jiménez and other officials have expressed ex- 
treme displeasure over the activities of Mariano Arcaya, a Venezue- 
lan exile residing in New York City. Arcaya instituted separate 
actions in the U.S. courts against Venezuelan Consul General Paez in 
New York and Venezuela’s Director of National Security, Pedro 
Estrada. Arcaya also allegedly has written to senior Venezuelan 
military officials, urging their action against the government. Re- 
garding the two libel suits, we have cooperated with the Venezuelan 
Government in informing the court of the Consul General’s diplo- 
matic status; we are examining a copy of the complaint filed against 
Estrada, to determine whether we might seek to have the action 
stopped. We have examined a signed original letter allegedly written 
by Arcaya to Venezuelan military officials but found no violation of 
U.S. laws. (See Tab A.)’ 





'Source: Department of State, Central Files, 731.00/9-1056. Secret. Drafted by 
Carl E. Bartch of the Office of South American Affairs. 
* Not printed. Additional documentation on the Arcaya case is ibid, 711.31. 
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Residence in Puerto Rico of Romulo Betancourt; His Alleged Complicity in Plot 


The President and other officials have renewed their objections 
to the residence in Puerto Rico of ex-President Romulo Betancourt, 
head of the outlawed opposition party Acci6én Democratica. An 
official statement released on August 9 claimed Betancourt directed a 
recently discovered plot to assassinate President Pérez Jiménez. Our 
Enuibassy expressed surprise that the allegation that the plot was 
directed from Puerto Rico was made public without prior consulta- 
tion with us, and invited the submission of evidence of Betancourt’s 
complicity. (See Tab B.)° 


Venezuela's Request for Military Equipment 


During the Military Staff Talks concluded in March, Venezuela 
requested a substantial quantity of U.S. equipment over a period of 
ten years, with repayments from 7-1/2 to 10 years. Venezuela 
believes we have made a commitment to supply the equipment, and 
her ratification of the Results of the Talks is contingent upon 
substantial compliance. Venezuela’s request is under consideration 
with Defense. (See Tab C.)* 


Conclusion 


The military equipment problem poses the greatest strain on our 
relations with the Venezuelans, who view our action in this matter 
as an indication of whether we really want good relations. 





* Not printed. Additional documentation on the Betancourt case is ibid, ARA 
Files: Lot 56 D 685, Betancourt, Romulo. 

* Not printed. The concluding paragraph of Tab C reads: “At the Staff Talks, the 
U.S. Military representatives told the Venezuelans that the U.S. is prepared to sell 
military equipment for cash or on credit terms of up to 3 years and to consider on a 
case by case basis Venezuelan requests for credit terms of more than 3 years. The 
Venezuelan Government considers that the U.S. military representatives made a 
commitment to sell equipment on credit.” Additional documentation is ibid, Central 
File 731.56. 
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577. Telegram From the Acting Secretary of State to the 
Embassy in Venezuela’ 











Washington, October 11, 1956—8:08 p.m. 


181. Under Secretary last week told Perez de la Cova’ imports 
Venezuelan crude oil scheduled second half ‘56 considerably over 
first half and seem indicate continuance this trend extending 1957. 
As result certain amount pressure for removal Venezuela from favor- 
able position enjoyed with Canada. Assured Perez he did not think 
such action forthcoming since he knew Venezuela would cooperate 
voluntarily reduce imports as had in past. Told Perez no danger such 
action as long as Venezuela continues cooperate. 

Perez reports he cabled Minister Mines’ who called in producers 
discussed means reducing imports; was assured by major producers 
of cooperation. 

Perez Oct. 9 informed substance draft policy statement due 
release later this week‘ recommending continuance exemption from 
import restrictions Venezuelan crude, but latter to conform general 
import objectives. Planning include in statement reference to Vene- 
zuelan record cooperation. Although uninstructed Perez confident his 
Government and producers will cooperate. 

In any conversations you should stress our appreciation tradi- 
tional cooperation evinced Venezuelan Government and industry and 
express confidence our objectives will be achieved by voluntary 
action and that Venezuela will not be placed disadvantageous posi- 
tion vis-a-vis Middle East. 

Hoover 





"Source: Department of State, Central Files, 411.316/10-1156. Confidential. 
Drafted by Bartch and initialed by Rubottom. 

*Carlos Pérez de la Cova, Minister Counselor for Petroleum Affairs of the 
Venezuelan Embassy. 

* Edmundo Luongo Cabello. 

* The Presidential Advisory Committee on Energy Supplies and Resources Policy 
released its statement on oil imports on October 17. 
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578. Letter From the Director of the International Cooperation 
Administration (Hollister) to the Assistant Secretary of 
Defense for International Security Affairs (Gray)' 





Washington, October 29, 1956. 


DeaR GORDON: In your letter of October 9, 1956 (I-16,421/6),’ 
you set forth certain proposals with regard to providing reimbursable 
military assistance to Venezuela and requested my reactions and 
concurrence to certain of the details involved in those proposals. You 
also indicated that we might discuss this matter further and I believe 
that this would be desirable. 

Because the proposals are highly complicated I feel that these 
discussions, in which I think Deputy Under Secretary Murphy 
should participate, would be greatly facilitated if they were based on 
explicitly stated, common assumptions and focussed on a selective 
list of previously identified, precisely stated issues. I am therefore 
taking the opportunity provided by this letter to set forth (a) certain 
understandings, and certain assumptions deriving therefrom, which, 
from the material available to me, seem to underlie the proposed 
Venezuelan program, and (b) those specific questions which I believe 
must be answered if we are to reach a sound Executive Branch 
position with regard to these proposals. Moreover, in order to bring 
the whole problem together, I am including in this letter those 
assumptions and questions which are of primary concern to the 
Department of Defense but also those on which the Department of 
State should provide the guidance. By separate memorandum, copy 
of which I enclose,’ I am asking Deputy Under Secretary Murphy to 
consider these latter assumptions and questions prior to our pro- 
posed meeting. 

I am assuming at the outset that the Joint Chiefs of Staff and 
the Department of Defense have determined that, from a military 
standpoint, the designated strategic areas and installations in Vene- 
zuela are essential to the security of the United States and that 
attainment of the force goals negotiated with Venezuela is essential 
to the accomplishment of the U.S. objectives in that regard. These 
assumptions appear warranted by statements in the exchange of 
correspondence between the Departments of State and Defense on 





* Source: Department of State, Central Files, 731.5-MSP/10-2956. Top Secret. 


* Gray's letter proposed a fiscal year 1957 Military Assistance Program for 
Venezuela to finance sales of equipment to that country and proposed 
Executive branch request Congressional consideration, as part of the 
Mutual Security presentation, of a revolving fund to finance such programs in 
future. (/bid., 731.5-MSP/10-956) 

> Not printed. 








1142 Foreign Relations, 1955-1957, Volume VII 





this subject. In view of these assumptions I have also assumed that, 
barring some unforeseen turn in world events, the following two 
conclusions are correct; first, that the achievement of these objectives 
is of such importance that the Department of Defense is prepared to 
make available, and at dates reasonably coinciding with Venezuelan 
expectations, the kinds and quantity of equipment required to outfit 
the proposed Venezuelan forces; and, second, that both Departments 
of State and Defense believe that this importance would justify the 
provision over a period of ten years of a minimum of $180 million 
in military assistance, and even though, because of the limited 
availability of total military assistance funds relative to the total of 
high priority military aid requirements, fulfillment of the Venezuelan 
commitment might have to be at the expense of, or cause a delay in, 
meeting these other high priority requirements. These several as- 
sumptions are so central to the task of arriving at definitive answers 
to the proposals that their validity should be established and any 
doubts concerning them raised and dealt with now. 

h'‘y first group of questions has to do with the possible conse- 
quences to the Mutual Security Program which might grow out of 
the precedent-setting nature of these proposals. In this connection I 
note that Mr. Murphy, in his letter to you of April 2, 1956, alluded 
to the concern of the Department of State over the possible adverse 
effects of instituting a large military aid program for Venezuela. 
Specifically, I believe the following questions with regard thereto 
should be considered by Mr. Murphy and you: 


1. To what extent could the Venezuelan program be expected to 
generate requests from other Latin American countries for aid, either 
on a grant or reimbursabk asis, which is substantially above the 
levels currently being proviaed or which calls for types of equipment 
different from those now being supplied? 

2. Would the Department of State, from a political viewpoint, 
and the Department of Defense, from a military viewpoint, consider 
it important for the U.S. Government to meet such future requests? 
In this regard, I do not believe that we can fail to consider the total 
magnitude which such requests might reach and the consequences 
flowing therefrom. (Are we to significantly increase our 
requests to Congress for fun r providing military assistance to 
Latin America even if on a reimbursable basis; can we assume that 
all such requirements which might be stimulated by the Venezuelan 
proposal could be met on a reimbursable basis; would Defense face 
any special problems in allocating military matériel to meet this 
+e if it reached significant proportions without concurrent- 
ly Te oneaet eg | to other MDAP recipients, etc.) 

3. t would be the Pe ti.al and economic effects within 
Latin America of meeting such additional requests if made? 
4. 


ive of the answers to 1, 2 and 3 above, have we 
already passed the point of no return in negotiations with Venezuela 
so that it would be undesirable from a political point of view not to 
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Pannen SE. a. Sonaneen Cotati De pecsenens waa 3 aay sagee- 
sent and the disadvantages that will accrue therefrom? If so, does 
the Defense represent the best compromise between meet- 
ing Venezu expectations and U.S. policy objectives both of 
short-range as well as a long-range nature? 


My second group of questions has to do with a further defini- 
tion of the nature, and a consideration of the adequacy, of the 
Venezuelan proposal as such. They are: 


1. that the cost of the matériel requested may be as 
ds co Sano ellen while the proposed Defense offer would cover 
y $180 million of the total, it would appear important to arrive at 
oie editions ax to Ge US position if the Venezuelan Gov- 
ernment, upon being advised of the actual value of the equipment, 
should insist on financing arr ts over and above the $180 
million before to with the am. Is it clear that 
the Venezuelans w find the offer acceptable even though it 


represents such a significant reduction from original request? 
2. Is it that the U.S. Se SS ee ee 


to a 10-year commitment which d require as much as $180 
million of U.S. appropriations, explicitly informing the Venezuelans 
of this fact? Precisely what form would it take and how, if at all, 
would it be qualified? 

3. Do we have a clear concept of the terms of repayment to be 


required; 

payment would be required and other such details connected with 

» why iementation of ie seupentd gueqnene ? If not, can we assume 

etails, however intrinsically important in of 

ay not necessarily have an im upon 

proposal to the Venezuelans, so do not 

_ r in advance of making the basic 
s 


I recognize that the foregoing questions are related in many 
respects to the recommendation embodied in the Defense proposal 
for the future establishment of a revolving fund which would have 
as one, but presumably not its sole, objective, the meeting of these 
Venezuelan requirements. I should like to discuss this recommenda- 
tion separately for the moment. 

The idea of a special fund to finance military purchases has 
been discussed in a general way from time to time in the past. 
However, no firm proposal has ever materialized, and I think we 
should now discuss such a proposal in concrete and detailed, rather 
than in abstract, forms. We need, and I understand that your staff 
has been working on, a specific practical plan, thoroughly developed, 
which would form the basis for recommendations to the Congress, 
and until this has been done I would question the advisability of 
basing a proposal to another government solely on the assumption 
that such a fund will be sought. Because the development of such a 
plan is obviously the kind of complex and unwieldy problem that 





i 
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does not readily lend itself to solution through exchanges of corre- 
spondence and will undoubtedly require detailed staff level work, I 
suggest that a State-Defense-ICA working group be established to 
consider the problem of such 2 special fund. If you agree that such a 
working group is advisable, | would appreciate your designating a 
Defense member at your earliest convenience. 

If, as postulated above, a decision concerning a revolving fund 
cannot be quickly reached, there is the question of whether this 
need delay consideration of the proposals for a Venezuelan program. 
I gather from your letter you do not believe that this would be the 
case but that, on the contrary, you would propose to proceed on the 
assumption that, even if it should finally be decided not to establish 
a revolving fund, the Venezuelan program is of sufficient importance 
to warrant inclusion of funds for its financing in the FY 1958 
appropriations request, making it clear to the Congress that such 
funds were intended simply as a device for financing the Venezuelan 
requirement and not to fund grant aid. 

As soon as you and Mr. Murphy have had a chance to study 


the foregoing questions, I suggest that we meet to discuss them. 
Yours very sincerely, 
John B. Hollister‘ 





*Frinted from a copy which bears this typed signature. 





579. Memorandum From the Deputy Under Secretary of State 
for Economic Affairs (Prochnow) to the President of the 
Export-Import Bank (Waugh)' 


Washington, October 30, 1956. 


Loan to Petroquimica by Export-Import Bank 


Pursuant to the views which were expressed by Mr. Rubottom 
and myself on behalf of the Department of State during our meeting 
with you this morning, I wish to record in this memorandum the 
position that United States Government funds of the Export-Import 


Bank not be used to help in the financing of the purchase of pipe 





"Source: Department of State, Central Piles, 831.2553/10-3056. Official Use 
Only. Drafted by Prochrow with the assistance of Rubottom. 





























580. Memorandum of a Conversation, Washington, November 
5, 1956’ 


Venezuelan Request for Credit to Purchase Military Equipment 
PARTICIPANTS 


Mr. John B. Hollister, Director, ICA 

Mr. Gordon Gray, Assistant Secretary of Defense, ISA 

Mr. Roy R. Rubottom, Acting Assistant Secretary of State, ARA 
Mr. Robert G. Barnes, U/MSA 

Mr. Terry B. Sanders, ARA/OSA 


military talks, to which Defense attached great importance. He 





* Source: Washington National Records Center, ICA Director's Files, FRC 61 A 
32, Box 313, Venezuela. Secret. Drafted by Barnes. 
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suggested they might review Mr. Hollister’s letter to Mr. Gray of 
October 29, 1956 to see if all the questions were settled. 

Mr. Murphy and Mr. Gray confirmed the assumptions stated in 
Mr. Hollister’s letter that (1) Venezuela was considered a vital 
strategic area and (2) the achievement of U.S. objectives in this area 
was sufficiently important to justify the furnishing of reimbursable 
military aid on a credit basis. 

Turning to the specific questions raised by Mr. Hollister, it was 
agreed that granting this Venezuelan request might give rise to 
similar requests from other countries. It was felt in the Department 
of State, however, that we had a sufficiently valid position to be 
able to deal with other requests. No general rule could be laid down 
about these, but each would be judged on its merits. In this 
connection, it was noted that the U.S. had aot given any great 
assistance to Venezuela and that Venezuela was currently spending 
about $27 million per year on arms purchases. The proposed pro- 
gram should therefore not increase pressures from other countries for 
off-setting U.S. assistance. 

Turning to the magnitude of the program, it was noted that we 
were not committed to Venezuela in respect to any particular dollar 
figure or any particular list of equipment. What we proposed to 
offer was credit for the purchase of items of equipment costing 
about $180 million and that we would not agree to a major upward 
revision of this figure. It was agreed that this offer would extend 
over a ten-year period, subject to appropriate Congressional action, 
that not more than $25 million could be utilized in any one year, 
and that the credit would be standard three-year credit at 3%. [It 
was subsequently confirmed that this meant 10% down payment 
and five equal semi-annual installments.]’ 

Defense suggested that future funding of this credit might be 
through a global revolving fund in the Mutual Security Act, and Mr. 
Hollister said he thought a working group should get together to 
consider the technical aspects of this. 


Note: 








The effect of the above meeting was to answer satisfactorily all 
of Mr. Hollister’s questions. It has been subsequently learned that 





? Brackets in the source text. 
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to present the case to the NAC, recommending 











581. Memorandum of a Conversation, The White House, 
Washington, November 23, 1956' 


SUBJECT 
Venezuelan Foreign Minister's Courtesy Call on Presi. at Eisenhower 
PARTICIPANTS 


The President 

The Minister of Foreign Affairs of Venezuela’ 
Ambassador Gonzalez 

ARA—Mr Rubottom 


After an exchange of salutations the Foreign Minister, on behalf 
of the President of Venezuela and the Venezuelan people, congratu- 
lated the President on his reelection. He also conveyed their gratifi- 
cation over the President's complete recuperation from his operation 
last summer. The President thanked the Foreign Minister and said he 
was very happy to see him again, mentioning how much he had 
enjoyed the meeting of Presidents at Panama. 

The Foreign Minister then referred to the serious world crisis 
brought on by the Suez Canal problem. The President replied that 
there had been a serious problem created by the unwarranted seizure 
of the Canal by the Egyptians last July. He declared that, while there 
might be some legal basis to support the Egyptian nationalization of 
the Suez Canal Company, it was difficult to comprehend why Egypt 
had not waited 12 years for the treaty to expire, at which time she 
would have been completely within her rights to take over the 





ae Whitman File, International Pile. Secret. Drafted by 
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Canal, charge whatever fees she liked, and take full advantage of her 
strategic position vis-a-vis the Canal. The Foreign Minister described 
Nasser as a very dangerous element in the world picture today, and 


the threat of communism to the Americas, saying that it was 
unfortunate that other areas in the world did not have the same 
awareness of the communist menace. 

The discussion turned to Hungary, both the President and the 
Foreign Minister deploring the horrible brutality of the recent Soviet 
intervention there. The Foreign Minister said that he had challenged 
Shepilov in the General Assembly on his cynical statement that 
Russian military intervention in Hungary had been at the invitation 
of the Hungarian Government which they immediately kicked out. 

In commenting on his appreciation of the solidarity and com- 
mon purpose of the American Republics, the President said that the 
Americas conceivably could isolate themselves from the rest of the 
world but that such a course was not feasible or desirable and that 
we would have to do everything, possible to see to it that Western 
Europe and the rest of the free world was not overrun by the 
Communists. He stressed that we all should look toward solutions in 
the UN which might enable us eventually to spend less on defense 
budgets, now costing the U.S. about $43 billion per year. 

The President drew a distinction between the aggressive imperi- 
alistic aims of international communism, as represented by the 
Soviets, and the communism of Yugoslavia which seemed to be 
directed internally rather than externally, but remarked that there 
was no difference in the treatment of the people who came under 
the communist yoke. 

Ambassador Gonzalez recalled that he had just arrived in Wash- 
ington at the time of the inauguration in 1952 and that he was 
looking forward to attending the President's second inauguration 
next January. The President thanked the Foreign Minister for his 
visit and asked him to convey his regards and best wishes to 
President Perez Jimenez on his return to Caracas. The President also 
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commented that he hoped it might be possible some time during his 
second term to have another meeting with the other Presidents of 
the Americas. Mr. Rubottom commented that the President would 
most certainly be taken up on that idea if he really meant it, and the 
President repiied that he indeed did mean it. 

The photographers were invited into the President’s office at the 
end of the call to take pictures of the group. 





582. Memorandum of a Conversation, Department of State, 
Washington, December 12, 1956’ 


SUBJECT 
Venezuelan Ambassador’s Call to Receive Note on Military Equipment 
PARTICIPANTS 


Dr. César Gonzalez, Ambassador of Venezuela 
R.R. Rubottom, Jr., Acting Assistant Secretary for Inter-American Affairs 
Carl E. Bartch, OSA 


At Mr. Rubottom’s request, Ambassador Gonzalez called this 
afternoon and was handed a note dated December 8, 1956,” approv- 
ing the Results of the Planning Talks between the United States and 
Venezuela, and stating that we were prepared to provide credit 
facilities for the purchase of military equipment for Venezuelan 
defense units described in the four Annexes to the Results. Mr. 
Rubottom carefully reviewed the text of the note and informed the 
Ambassador that the planned $180 million program extending over 
the next 10 years was dependent not only upon the year-to-year 
Congressional appropriation of funds to finance it, but also upon 
annual NAC approval. He explained that the NAC had the responsi- 
bility, at the highest level, of reviewing all financial programs of the 
United States Government. 

Mr. Rubottom told the Ambassador that the program had been 
approved only after efforts extending over many months. He said 
frankly that there were some who felt that the granting of a credit 
of this magnitude to Venezuela to purchase military equipment 
would tend to create an armaments race in Latin America. He said 
that we did not share this view, and, aware of Venezuela’s strong 





‘Source: Department of State, Central Files, 731.5-MSP/12-1256. Secret. Drafted 
by Bartch. 
Not printed. (/bid., 731.5-MSP/12-856) 
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economic position, are confident that our Government's approval of 
the program would only increase the solidarity existing between our 
two Governments. 

The Ambassador expressed his appreciation for the note, adding 
that it was the best Christmas present he could receive. He did not 
raise any objections to the note or to the credit terms we offered to 
Venezuela.° 


>On February 5, 1957, Ambassador Gonzalez handed Bernbaum note No. 179, 
dated February 5, 1957, approving the results of the Military Planning Talks conclud- 
ed at Caracas on March 13, 1956, between military representatives of the United 
States and Venezuela. The note also accepted the credit facilities offered to Venezuela 
in the Department’s note of December 8, 1956, for the purchase of U.S. military 
equipment to implement the defense objectives assigned to Venezuela. (/bid., 731.5/ 
2-557) 





583. Memorandum of a Conversation Between the Deputy 
Director of the Office of Middle American Affairs 
(Stewart) and Romulo Betancourt, Department of State, 
Washington, December 21, 1956' 


SUBJECT 
Romulo Betancourt Discloses Future Plans of Venezuelan Opposition 


Romulo Betancourt, exiled Venezuelan political leader whom I 
have known for many years, visited me in my office on December 
21. Without any prompting Betancourt denied that he had been 
involved in a recent plot to kill President Perez Jimenez of Venezue- 
la. He said all reports emanating from Venezuelan Government 
sources to this effect were untrue and had been “prefabricated”. 

Betancourt stated that Accion Democratica had no plans afoot 
to overthrow the Perez Jimenez Government nor to assassinate Perez 
Jimenez or other government officials. The AD people are fully 
aware, he said, that any movement from without Venezuela to 
overthrow the regime would have no success. He recognized that an 
overthrow would only be successful if elements in the Venezuelan 
Armed Forces took energetic action. He said that there was discon- 
tent in the Venezuelan Army, especially among the younger officers 
but that in view of the promise of Perez Jimenez to hold elections 





' Source: Department of State, Central Files, 731.00/12-2156. Confidential. Draft- 
ed by Stewart. 
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next year these officers were biding their time, but were strongly in 
favor of having honest balloting. He said the younger officers were 
receiving good pay but that they were not being cut in on graft, 
which was going to the older, higher ranking officers, especially 
those stationed in and around Caracas. This feature necessarily did 
not make the older officers holding posts outside the Caracas area 
completely happy but he was not aware that this was going to cause 
any overthrow movement to develop in the Armed Forces. He said 
that the tactics of AD at this time were to make plans to unite with 
other opposition parties like URD and COPEI to present a single 
presidential candidate in the promised elections. A likely candidate, 
he said, would be Eugenio Mendoza, wealthy and prominent Caracas 
businessman. It is AD’s idea that the candidate should be a busi- 
nessman or industrialist generally respected in the country and not 
affiliated too much with any political party. But Betancourt stressed 
that the unified opposition would make no pacts with the Commu- 
nists. 
Betancourt declared that the United States could be helpful in 
laying the groundwork for the elections by urging the Venezuelan 
Government to end its “reign of terror’. In this manner the preelec- 
toral political scene in Venezuela would be somewhat tranquilized. 
He also thought that the United States could use its influence by 
gently urging Perez Jimenez to stage honest elections. 

Betancourt said that he was living quietly at a beach house near 
San Juan and was completely satisfied with the security arrange- 
ments provided for him by the Puerto Rican Government. He stated 
that he was being scrupulous in remaining completely out of Puerto 
Rican politics so as not to embarrass Governor Munoz Marin in any 
way. 
Following his Christmas holiday vacation in Washington at the 
home of a friend, he plans to spend a few days in New York and 
will take a plane from there on January 4 for his return to San Juan. 
It is interesting that Betancourt plans to be away from Puerto Rico 
during the inauguration ceremonies of Governor Munoz Marin. 
While he did not say so I gathered that the trip to the United States 
by Betancourt was timed so that he could be absent from Puerto 
Rico during these festivities. 
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584. Editorial Note 


An agreement between the United States and Venezuela extend- 
ing the Air Force Mission agreement of January 16, 1953, was 
effected by an exchange of notes at Washington, February 11 and 
15, 1957, and entered into force on the latter date. For text of the 
notes, see 8 UST 209. Documentation relating to this matter is in 
Department of State, Central File 731.58. 





585. Telegram From the Secretary of State to the Embassy in 
Venezuela’ 


Washington, April 24, 1957—7:56 p.m. 


532. Dept confidentially informed Ambassador Gonzalez this 
afternoon that ODM Director Gordon Gray today certified to Presi- 
dent under Section 7 Trade Agreements Act’ that present level crude 
oil imports threatens impair the national security. White House 
announcement of ODM action expected tomorrow morning. Circular 
follows with additional information.’ 

Dulles 





* Source: Department of State, Central Files, 831.2553/4-2457. Confidential; Prior- 
ity. Drafted by Bartch and initialed by Bernbaum. 

* Reference is to P.L. 86, the Trade Agreements Extension Act of 1955; see 69 
Stat. 169. Section 7 instructed the Director of the Office of Defense Mobilization to 
advise the President whenever he had reason to believe that any article was being 
imported into the United States in such quantities as to threaten to impair national 
security. If, after investigation, the President found that a threat existed, he was 
authorized to take necessary action to adjust the imports of such articles. 

> Not further identified. 
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586. Telegram From the Ambassador in Venezuela (Mcintosh) 
to the Department of State’ 


Caracas, May 17, 1957—6 p.m. 


623. Immediately following normal courtesy visit to President 
yesterday afternoon by Admiral Radford,’ myself, and Service Atta- 
chés, Venezuelans staged surprise formal conference at Miraflores 
attended by all above plus Mazzei,? Fernandez* and four Venezuelan 
service chiefs. During 1 hour 25 minute meeting President Mazzei 
and Fernandez spoke, Admiral Radford and I were invited comment. 

President made following points: 


1. Reaffirmed Venezuelan-US friendship, Venezuelan impor- 
tance to US and free world as sources strategic materials and as 
market for US goods. 

2. Reaffirmed Venezuela’s anti-Communist posture and support 
for US efforts against international communism. 

3. Stated Venezuela’s desire improve her armed forces in order 
be able contribute effective help in case world conflict. 

4. Asserted Venezuela has no aggressive designs on any her 
neighbors but considers she has interest in adjoining British and 
Dutch ons which should be given consideration. 

5. Venezuela prefers obtain her military equipment requirements 
in US and will continue seek her equipment there. However 
Venezuela has liad numerous difficulties delays in obtaining US 
equipment. He made clear that if yy? equipment desired by 
Venezuela not made available readily by US it will be purchased 
elsewhere. Mazzei and Fernandez reiterated President’s remarks re 
difficulties obtaining US equipment. Fernandez stressed difficulties 
in spare parts procurement. Mazzei made unelaborated statement 
indicating belief that 1956 staff talks agreement too complicated, 
should be simplified. 


Admiral Radford briefly described world situation, difficulties 
involved in coordinating and meeting US global military commit- 
ments including equipment needs. Assured President he was aware 
Venezuelan desires and that in view improved world situation he 
could promise improved attention to Venezuelan equipment require- 
ments. 

He merely expressed satisfaction over excellent state US-Vene- 


zuelan relations. 
McIntosh 





* Source: Department of State, Central Files, 611.31/5-1757. Secret. 

? Admiral Radford was visiting several Latin American countries for discussions 
relating to military assistance programs. Regarding this trip, see vol. vi, Documents 
47-49. 

* Brigadier General Oscar Mazzei Carta, Venezuelan Minister of Defense. 

*Colonel Rémulo Fernandez, Chief of Staff of the Venezuelan Armed Forces. 
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587. Telegram From the Ambassador in Venezuela (McIntosh) 
to the Department of State’ 








Caracas, June 6, 1957—6 p.m. 


658. For Rubottom. I am seriously concerned about repercus- 
sions in Venezuela which could be expected follow the imposition of 
any severe or enforced oil import restrictions by US. These might 
include steps by Venezuelan Government to curtail imports from US; 
intervention by Venezuelan Government into petroleum and iron ore 
business possibly to extent of controlling production and exports; 
entrance of government into further business activities to detriment 
present and future American business interests and finally general 
harassment by Venezuelan Government of already established Amer- 
ican businesses. Furthermore, if imposition of US restrictions should 
result in serious decline Venezuelan Government revenues stability 
of present Venezuelan Government might be affected. Without 
question one certain result would be strained relations in all phases 
between Venezuela and US. Imposition any import restrictions will 
have unfortunate effects here but if Venezuela treated exactly same 
as Canada irritation would be lessened. However, if Canada should 
continue be exempted from restrictions or favored in any way while 
restrictions applied to Venezuela, great resentment would be caused 
here. 

If and when decision should be made impose restrictions affect- 
ing Venezuela, I strongly urge that Venezuelan Government through 
this Embassy, as well as Venezuelan Embassy in Washington, be 
given as much advance notice as possible thereby softening blow 
and easing resentment. Desirable Venezuelan Government be kept as 
fully informed as possible regarding current developments. 

I understand American Chamber Commerce of Venezuela giving 
consideration dispatch to US of delegation prominent Venezuelan 
American businessmen to present position from Venezuelan point 
view to press and business circles in US. Similar action was effective 
in 1950 when import restrictions were being considered by Congress. 
In opinion Department would visit at this time by such a delegation 
be productive good results? Also would visit to Washington by 
myself at this time be of any value? 

Conclusion imposition restrictions reducing US imports 
Venezuelan oil significantly below current level would unquestion- 
ably seriously disrupt our present cordial relations with Venezuela 
and prejudice our long term political and economic objectives. 

McIntosh 





* Source: Department of State, Central Files, 411.316/6-657. Confidential; Priority. 
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588. Telegram From the Acting Secretary of State to the 
Embassy in Venezuela’ 





Washington, June 7, 1957—7:56 p.m. 


606. Your evaluation possible repercussions in Venezuela of 
restrictions on crude oil imports your 658° appreciated. If possible 
you and Venezuelan Embassy will be given advance notice any 
action this matter and we will continue keep you fully informed 
developments. 

Difficult at present determine most opportune time proposed 
Chamber Commerce delegation visit view following (1) Presidential 
Committee to investigate Section 7 action not yet appointed; (2) 
ODM Director Gordon Gray has not yet completed consultation 
individual US oil importing companies in effort explore feasibility 
achieving reduction imports by voluntary action as directed by 
President. On balance however believe visit now by Chamber dele- 
gation or other US group might be effective in presenting views of 
US interests in Venezuela to press business and legislative circles 
during important formative stage. 

Do not believe it necessary you visit US present time. 

Herter 





* Source: Department of State, Central Files, 411.316/6-757. Confidential. Drafted 
by Bartch and initialed by Rubottom. 


>On June 26, the President announced the formation of the Special Committee to 
Investigate Crude Oil Imports, composed of the Secretaries of State, Defense, the 
Treasury, Commerce, Interior, and Labor. 
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589. Memorandum From the Assistant Secretary of State for 
Inter-American Affairs (Rubottom) to the Secretary of 
State’ 











Washington, July 6, 1957. 
SUBJECT 
Probable Impact of Restricting Imports of Venezuela’s Crude Oil 


With reference to the meeting on July 8 of the Special Commit- 
tee to Investigate Crude Oil Imports, there are certain factors involv- 
ing Latin America in general and Venezuela in particular which I 
would urge that you consider. 

Our Ambassador to Venezuela is seriously concerned, as I am, 
with the repercussions in Venezuela which might result from the 
imposition of restrictions on U.S. imports of Venezuela’s crude oil. 
The Venezuelan Government might be prompted in retaliation to 
limit imports of merchandise from the U.S.; or inclined to intervene 
in the petroleum and iron ore industries to the extent of placing 
controls of its own on production or exports; and/or might take 
measures inimical to other established U.S. business concerns. There 
is little doubt, in any case, that a decision to restrict would impose a 
strain upon relations between Venezuela and the U.S., especially 
because of the percentage of Venezuelan fiscal revenues derived 
from the petroleum industry. 

US. private, direct investment in Venezuela, currently estimated 
at more than $3 billion, is greater than in any other foreign country 
except Canada. A large proportion of it is in petroleum; since last 
fall U.S. companies, including a number of smaller producers, have 
paid to the Venezuelan Government almost three-quarters of a 
billion dollars in initial fees for new oil concessions. In addition to 
investment in petroleum, U.S. private companies are developing 
Venezuela’s vast deposits of iron ore, and last year Venezuela was 
the second leading foreign supplier of iron ore to the U.S. Any 
limitation of U.S. imports of Venezuela’s crude oi! might, as already 
mentioned, lead to retaliation against U.S. interests and jeopardize 
the satisfactory conditions which U.S. investors have lately been 
enjoying in that country. Such retaliation was threatened in May 
1955 by President Pérez Jiménez when it appeared that restrictions 
were imminent. 

Venezuela accepts foreign participation in its economic develop- 
ment, imposing no restrictions on foreign exchange or the transfer of 





* Source: Department of State, Central Files, 411.316/7-657. Confidential. Drafted 
by Bartch, Snow, and Rosenson. 
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capital abroad. The success it has had with its free enterprise 
economic policies constitutes a model for the rest of Latin America 
and is one of our most effective arguments against the extension of 
ultranationalism, state controls and protectionist philosophy. In co- 
operation with U.S. petroleum companies, the Venezuelan Govern- 
ment in 1943 initiated the policy of the fifty-fifty split of profits 
between the oil companies and the government. This concept has 
now become accepted in most of the oil producing countries. Re- 
strictions imposed on U.S. imports of Venezuela’s crude oil might 
result in increased government intervention in business and industry 
and a readjustment of the fifty-fifty concept, to the detriment of 
private enterprise not only in Venezuela but conceivably elsewhere 
in Latin America. 

Venczuela is the largest single market in Latin America for U.S. 
exports of goods and services. In 1956, Venezuela's merchandise 
imports from the U.S. amounted to $648 million and services were 
estimated at an additional $500 million, for a total of almost $1.2 
billion. As a result of Venezuela’s rapid economic development, its 
demand for U.S. imports has increased by 3,000 per cent in the past 
two decades, resulting in a substantial increase in business for U.S. 
manufacturers, farmers, shippers and exporters in all regions of the 
U.S. The imposition of restrictions on Venezuela’s exports of crude 
oil to the U.S. would not only inhibit Venezuela’s ability to finance 
dollar imports but might also affect its future willingness to rely so 
heavily upon one source of goods. 

There is every indication that if Canada should continue to be 
exempted from restrictions that may be applied to Venezuela, great 
resentment would arise, making our relations with that country 
much more difficult. Since Canada and Venezuela have in the past 
both been exempted from voluntary limitations, I believe the two 
countries should receive equal treatment in the future. Most of the 
reasons advanced to justify special treatment for Canada apply also 
to Venezuela, which is a more important supplier of crude oil to the 
US. 

One further point concerns me more than any of the foregoing. 
We will be going to Buenos Aires in August to attend the Economic 
Conference of the American States. Over the years we have stood 
for reduction of trade barriers, membership in GATT and the pro- 
posed ITO,’ encouragement of private investment, etc. Such meas- 
ures as the proposed new taxes on imported lead and zinc and the 
sale of our surplus cotton, have already irked the Latin Americans 
and made our professions of economic policy appear less than 





? Reference is to the International Trade Organization, originally proposed in 1947 
but not established. Its purpose was to reduce trade barriers. 
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consistent with our practice. Restrictions on oil imports would lend 
further substance to Venezuelan and other Latin American criticism 
on that score, thereby weakening our position at Buenos Aires by 
that much more. 

If some limitation on imports of Venezuela's crude oil proves to 
be unavoidable, I believe efforts should be made to consult in 
advance with the Venezuelan Government in an effort to reach an 
understanding. However, I do not believe we should place ourselves 
in the position of suggesting to the Venezuelan Government that it 
impose controls on exports. 





590. Memorandum of a Conversation, Department of State, 
Washington, July 10, 1957’ 


SUBJECT 
Possible Limitation of Crude Oil Imports from Venezuela 
PARTICIPANTS 


Dr. Carlos Perez de la Cova, Minister Counselor for Petroleum Affairs, 
Venezuelan Embassy 

OSA—Mr. Bernbaum 

ARA—Mr. Rubottom 

OSA—Mr. Bartch 


Mr. Rubottom invited Dr. Perez de la Cova to call at the 
Department this afternoon to give him an indication of the progress 
attained to date by the Special Committee to Investigate Crude Oil 
Imports. Mr. Rubottom began the conversation with the assurance 
that the Department is aware of Venezuela’s great interest in this 
matter, which will be given full consideration. He said that although 
the Committee had not reached any conclusions, it has under 
consideration a proposal to effect limitations on crude oil imports 
through the individual voluntary action of importing companies. He 
added that the proposal does not envisage any differentiation in 
treatment among imports from various areas. Mr. Rubottom said he 
did not know when the Committee would submit its conclusions 
and recommendations to the President, but that from what he had 
heard, he understood that this would be in the very near future. In 
reply to a question, Mr. Rubottom said he honestly did not know 





' Source: Department of State, ARA Files: Lot 59 D 12, Chronological-Date File, 
1957. Confidential. Drafted by Bartch. 
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what conclusions Gordon Gray had reached as a result of his 
individual talks with various oil importing companies regarding the 
feasibility of affecting limitations through voluntary cooperation. 

Mr. Rubottom remarked that there were two important points 
he thought Venezuela should keep in mind: (1) the fact that Vene- 
zuela’s crude prices were based on U.S. Gulf port prices and would 
decline if, as a result of a shortage of storage space or of other 
factors, Gulf prices fell; amd (2) that if Venezuela could be given 
assurance of an opportunity to participate in supplying the growing 
U.S. domestic consumption of crude oil this would be of material 
benefit to its economy. Dr. Perez de la Cova agreed to the validity 
of these two points. 

Dr. Perez de la Cova noted that neither the ODM nor the 
Department of Justice, which had both been represented in the 
Advisory Committee on Energy, Supplies and Resources Policy, was 
represented in the Special Committee. He understood why the ODM 
was not represented, since it had already taken a position on the 
imports problem, but he was unable to understand why Justice was 
not included in the new committee. Although he believed that 
voluntary cooperation was preferable over formal controls to most of 
the petroleum industry, he pointed out that some of the newer 
companies had not acted in cooperating voluntarily in the past. He 
said he had heard that there may be some anti-trust obstacles to 
implementing limitations through voluntary cooperation of importing 
companies. Mr. Rubottom replied that that was also under study. 

Dr. Perez de la Cova declared that his Government desired to be 
realistic in facing possible limitations of crude oil imported into the 
U.S. and that he was certain that the producing companies in 
Venezuela felt the same way. He said that when the policy of 
attempting to limit crude oil imports through voluntary restrictions 
was placed into effect in the U.S. two years ago, there were some in 
the Venezuelan Government who thought that this might be consid- 
ered a violation of the Supplemental Trade Agreement between the 
two countries. However, in view of the fact that this limitation was 
aimed primarily at individual importing companies rather than at the 
Venezuelan Government, no action was taken. He said he hoped 
that it might be possible for his Government to adopt a similar 
realistic attitude in the event that the Special Committee recom- 
mended voluntary limitations. Mr. Rubottom said that he hoped so, 
too. He added that he had been receiving a great deal of mail from 
people in Texas calling for some action to limit oil imports in order 
to stimulate domestic exploration and development activities. 

Dr. Perez de la Cova remarked that he had heard a number of 
rumors concerning a new formula for relating the level of crude oil 
imports to U.S. domestic production or consumption, but Mr. Ru- 
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bottom said he could substantiate none of them since nothing had 
yet been decided upon. Dr. Perez de la Cova expressed his apprecia- 
tion to Mr. Rubottom for inviting him to call, and said he would be 
pleased to come in at any time to confer with him further. 





591. Memorandum of a Conversation, Department of State, 
July 23, 1957° 


SUBJECT 
Action by U.S. Government Regarding Oil Imports 
PARTICIPANTS 


The Secretary 
Ambassador César Gonzalez of Venezuela 
ARA—Mr. Rubottom 


The Secretary told Ambassador Gonzalez that he sought this 
opportunity to discuss the action pending by the United States 
Government with res-ect to restricting oil imports.’ Since the Suez 
Canal crisis they had increased sharply, to the point of constituting a 
menace to oil development in the United States and hence our own 
national security. The Secretary referred to the action of President 
Eisenhower in establishing a Cabinet Committee chaired by Secre- 
tary of Commerce Weeks and on which he sat along with the 
Secretaries of Interior, Treasury and Labor and the Attorney General. 
He said that he had participated actively in the Committee meetings 
and that, while the Committee's work had not yet been completed, 
he thought it was now timely to consult with the Ambassador in 
order that he might report directly to his country. We recognize the 
importance of petroleum in our relations with Venezuela. 

The Secretary said that it appeared that the Cabinet Commit- 
tee’s recommendations to the President would be along lines so as to 
permit the following conclusions to be drawn: 





* Source: Department of State, Central Files, 411.006/7-2357. Confidential. Draft- 
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country. He was certain that Venezuela's interests were not being 
overlooked by the Secretary and the Department of State. They 
recognized the heavy pressure against imports led by the independ- 
ent oil producers of the United States. The Secretary interjected to 
remind the Ambassador of what he had pointed out to the Venezue- 
lan Government at the time of his visit to Caracas in 1954, namely 
that U.S. exporters to Venezuela, who have at least as much at stake 
in maintaining a market here for Venezuelan oil as does Venezuela 
herself, are politically unorganized, thus making it all the more 
difficult for the Department to portray the importance of our two- 
way trade with Venezuela. 

The Ambassador said that he would communicate immediately 
with his Government. The Secretary cautioned the Ambassador to 
make clear that the program is wholly tentative and subject to final 
approval by the Cabinet Committee and then the President. The 
Secretary, in answer to the Ambassador's query, estimated that it 
would be at least three or four more days before any announcement 
would be made, perhaps more. 
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The Special Committee to Investigate Crude Oil Imports issued 
its report on July 29. Of importance to Venezuela was the Commit- 
tee’s recommendation calling for crude oil importers to restrict 
voluntarily their imports into the United States to 90 percent of the 
averie imports for the years 1954, 1955, and 1956. The Venezuelan 
Government initially displayed a lack of concern about the restric- 
tions, emphasizing that the restrictions would cause little damage to 
the Venezuelan economy. Conversations held throughout August, 
however, between Venezuelan officials and various Department of 
State officials revealed a different attitude suggesting that the Vene- 
zuelans considered the restrictions in violation of the principles of 
reciprocal trade. Documentation reporting Venezuelan reactions is in 
Department of State, Central Files 411.316 and 411.006; ibid, ARA 
Files: Lot 59 D 12, Economic-Oil 1957; and ibid: Lot 59 D 376, 
Venezuela 1957. 





Memorandum From the Director of the Office of 

International Resources (Armstrong) to the Deputy 
Director of the Office of South American Affairs 

(Sanders)' 


Washington, November 19, 1957. 


SUBJECT 
Venezuelan Participation in Arab League Oil Congress 


Our reaction has been requested in regard to the significance of 
the invitation extended to Venezuela by the Arab League to partici- 
pate in an Oil Congress to be held in Cairo in February and the 
probable acceptance of that invitation by Venezuela. 

We have little to go on in appraising this situation; it is 
interesting that the first and the most constructive report of the 
meeting should have originated with the Canadian Ambassador in 
Caracas. The plans for the Congress have, however, been in hand for 
a number of months. It would appear that the Congress is intended 





"Source: Department of State, Central Files, 886.2553/11-1957. Confidential. 
Drafted by Minter R. Rutherford of the Fuels Division, Office of International 
Resources. 
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to have the character of an International Exposition as well as that 
of a study conference. At least three oil companies operating in the 
Middle East—Aramco, Gulf and British Petroleum—have been invit- 
ed to attend and to present exhibits; of these, we know that Aramco 
has accepted. 

The invitation to Venezuela should not have come to us as an 
entire surprise. Venezuela and the Middle Eastern countries are not 
utter strangers to one another. We recall that a Venezuelan “team” 
visited several of the Middle East countries in about 1950. The 
commonly accepted explanation for this trip was that the Venezue- 
lans were “selling” the 50-50 concept to the Middle East and were 
thereby reducing the competitive advantage which low-cost Middle 
East oil would have vis-a-vis Venezuelan oil. Sheik Aldullah Tariki, 
the Saudi Arabian Director of Petroleum Affairs, participated in the 
National Petroleum Convention which Venezuela sponsored in Cara- 
cas in 1951, and he again visited Venezuela in 1956. 

Our first instinct in regard to the Arab Congress, and Venezue- 
la’s participation in it, would be to avoid any outward indication of 
alarm. It could be surmised that the objectives of the Arab partici- 
pants—whatever they may be—would be served by more, rather 
than less, attention. 

Secondly, we would feel that we should rest assured that the 
presence of Dr. Perez de la Cova is a factor on our side. He is a very 
competent petroleum economist and government official. It is incon- 
ceivable to us that he would permit Venezuela to be drawn into any 
schemes which would be broadly deleterious to the best interests of 
the oil industry—an industry which is well known to and appreciat- 
ed by the Venezuelans in all of its ramifications, but about which 
many Middle Eastern officials have only the most vague notions. 

The Venezuelans are in an incomparably better position to take 
over the petroleum industry in their country and to run it success- 
fully, than are the Middle Eastern governments. Yet they have not 
done so; to the contrary they continue to exercise an admirable 
restraint and moderation in their administration of the industry. 
Venezuelans take pride in claiming authorship of the 50-50 concept; 
there is no evidence that they are themselves out to break that 
formula and it would not be reasonable for them to wish to see it 
broken or discarded by the Middle Eastern countries on a unilateral 
basis. 

It would seem likely that we could at this point give credence to 
the Embassy’s statement that the Venezuelans are attending the 
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Congress reluctantly, and in the capacity of observers.* Furthermore, it 
would in any event be unwise for the United States to intervene in 
any way. Venezuela and the Middle East counties are all sovereign 
states, and would sharply resent any advice from us. 











Reference is to despatch 255 from Caracas, October 21, which reported that the 
Embassy had learned that the Venezuelan Government would rather not attend, but 
had received a formal invitation. (/bid., 886.2553/10-2157) 





594. Despatch From the Ambassador in Venezuela (Mcintosh) 
to the Department of State’ 


No. 380 Caracas, December 6, 1957. 


Summary: The election of 1952 served to demonstrate to the 
Pérez Jiménez Government that the maintenance of stability and the 
accomplishment of a considerable amount of progress did not serve 
to overcome public hostility to its authoritarian shortcomings. 

Five additional years of vast material achievement has failed to 
alter the picture. The Government—after considerable delay, sug- 
gesting indecision—finally disclosed a late-hour plan which preclud- 
ed a contested election. This took the form of a plebiscite under 
which a liberally defined electorate would be given an opportunity 
to approve the Regime and reelect Pérez Jiménez on December 15, 
1957. 

Following the announcement of the proposed plebiscite, the 
rubber-stamp Congress quickly passed it without amendment and 
the Regime—by pressure on the business community, professional 
organizations, government controlled labor and on other “fuerzas 
vivas’—carried off a successful lightning campaign to drum up 
“spontaneous” messages of support for the Regime and its Election 
plan. 

Within two weeks after the passage of the Election Law, elec- 
tion machinery was completely organized down to the lowest level 
and a get-out-the-vote campaign initiated. 

Business and professional sectors and government officials for 
the most part reacted favorably to the idea of a plebiscite. However, 
the suppressed political opposition clandestinely attacked the Gov- 
ernment plan on both constitutional and moral grounds; and many 





* Source: Department of State, Central Files, 731.00/12-657. Confidential. 
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native Venezuelans became irritated by the Election Law provision 
that aliens with two year residence may vote. Althougi: voting is not 
compulsory, the government had made it clear that it desires a large 
turn out and this became a matter of concern to U.S. citizens. Since 
under our Immigration and Nationality Act citizens will lose their 
nationality by voting in the plebiscite, the Embassy explained the 
situation to the Venezuelan Government and with the latter’s agree- 
ment published a notice quoting the pertinent provision of Public 
Law 414. 

The approaching election date witnessed an increase in wild 
rumors and unfounded speculation that serious disturbances and 
possibly considerable violence would develop. However the only 
outbreak of anti-government agitation thus far has been limited to 
university and secondary school students who held protest demon- 
strations. These were quickly and effectively quashed by security 
agents. 

With slightly more than a week remaining before election, the 
Pérez Jiménez regime appears to be well in control of the situation 
and should be able to weather further minor disturbances, provided 
it does so prudently and avoids creating an emotional crisis. With no 
effective opposition in sight and with the armed forces apparently 
supporting the Regime, the mechanics of the plebiscite make it 
appear a foregone conclusion that the Regime will be “approved” at 
the polls on December 15 by an overwhelming majority. 

[Here follows an account of pre-election situation in Venezuela.] 


Pre-Election Estimate of the Situation. 


With slightly more than a week remaining before the election, 
the Pérez Jiménez regime appears to be well in control of the 
situation and should be able to weather the minor disturbances 
inspired by opposition elements, which might crop up before the 
election date provided it does so prudently and avoids creating an 
emotional situation of crisis proportions around which the opposi- 
tion could crystalize public opinion against the Government to the 
extent of forcing the issue. The Government seems aware of this 
pitfall and appears to have tried to sidestep it, judging by the pains 
it took to avoid bloodshed during the quashing of the student 
demonstration. 

Further student restiveness can be expected both before and 
after the election. However, thus far, the student disturbances have 
not spread to other segments of the population, although the possi- 
bility that labor groups might be encouraged to take some sort of 
action should not be discounted despite the fact that independent 
organized labor activities have been heavily harassed and curtailed 
by the Government during the last few years. Labor’s grievances 
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against the Government are many and fundamental and in recent 
weeks there have been rumors of impending strikes; but it is 
doubtful that independent labor has the wherewithal to initiate 
serious trouble for the Regime. 

As was indicated above, political activity is now not only a 
factual but a legal monopoly of the Regime and the political opposi- 
tion, whether in exile or in a state of dormant “toleration”, must 
rely on clandestine methods of operation. In the absence of an 
emotional crisis which the opposition political groups could use to 
heat up public passions to their own advantage, their capabilities, 
whether singly or united, appear to be negligible as long as the 
military continues to support Pérez Jiménez. 

While lacking unanimity of hierarchical opinion, opposition 
elements in the Church do not seem disposed to become involved in 
the election situation as long as the Government does not take 
action against the Church or clergy. The Government seems to be 
aware of the dangers in picking a fight with the Church and it 
would appear unlikely that the Regime’s tacticians would run the 
risk of doing so at this time. 

Rumors of schisms within the military have cropped up from 
time to time, particularly during the last few months. For the most 
part these rumors appear to be the outgrowth of public speculation 
rather than based on accurate knowledge. Clandestine opposition 
pamphlets circulating locally are designed to sow dissention among 
the military and contain appeals to the armed forces to oust the 
“triumvirate” of Pérez Jiménez, Vallenilla Lanz and Estrada on the 
basis that the latter is now using the military to advance its own 
ends rather than continuing the “government of the Armed Forces”. 
While undoubtedly there are dissident or personally ambitious indi- 
viduals within the armed forces, by and large the Venezuelan 
military officers enjoy a unique position of special privilege and 
opportunity for graft and it would appear unlikely that they would 
want to risk a plot to oust Pérez Jiménez in the absence of disturbed 
conditions. Moreover, so far as is known, there does not appear to 
be any military man on the scene who at the same time is personally 
ambitious and enjoys sufficient popularity and influence with the 
officer corps to lead dissident officers in a coup against the Regime. 
Were such an individual known to the Embassy, he would probably 
also be known to the Regime and safely taken out of action as 
happened to Lt. Col. Oscar Tamayo Suarez. 

With some exceptions, business is good and the economic 
situation continues favorable. It is highly unlikely that the business 
community as a whole would be willing to become involved in 
anything that would disturb economic conditions for the sake of 
altering the political situation. The feeling of the economic sector 
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toward the Government is generally favorable, despite occasional 
complaints about grafting officials and some resentment about the 
pressure in connection with the Government’s campaign to drum up 
“spontaneous” messages of support. 

Venezuela has been subjected to rule by dictators throughout 
most of its history. In the absence of democratic traditions, the 
majority of the Venezuelans have developed what appears to be an 
apathetic or acquiescent attitude toward their authoritarian govern- 
ments. In the present political situation, the typical mood of the man 
in the street appears to be one of passive, though cynical, acceptance 
of the Regime’s decision and plans to remain in power. Under the 
circumstances described in the preceeding paragraphs and given the 
mechanics of the plebiscite itself, it appears a foregone conclusion 
that the Regime will be able to announce that it has been “ap- 
proved” at the polls on December 15 by an overwhelming majority. 

For the Ambassador: 
Sam Moskowitz 
Second Secretary of Embassy 





595. Telegram From the Ambassador in Venezuela (McIntosh) 
to the Department of State’ 


Caracas, December 16, 1957—10 a.m. 


397. Minister Interior? announced American newsmen 6:45 p.m. 
Sunday plebiscite overwhelming victory regime with 2,200,000 in 
favor and 500,000 “not in favor” of which more than half “voided” 
votes or abstentions. Official count to be announced Electoral Coun- 
cil later in week. City calm eve and during election day. Result no 
surprise but announcement figures to American newsmen prior 
count ballots in sealed box unusual candor even this regime. Total 
claimed vote of 2,700,000 of announced potential vote of 3,278,000 
seems high view what to Embassy observers seemed only medium 
turnout in spite of unrestrained “get out the vote” campaign. 
Though police, army and SN on visible alert no suggestion trouble 
or demonstration any kind. Attitude of public best described as 
apathetic. Announced 82 percent favorable vote forecast no doubt 





* Source: Department of State, Central Files, 731.00/12~-1657. Confidential. 
* Laureano Vallenilla Lanz. 
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safe for regime, even though local morning papers show approxi- 
mately 75 percent favor government on count first three city pre- 
cincts. Local papers not carrying total vote story as given American 
press. 

Mcintosh 





596. Instruction From the Secretary of State to the Embassy in 
Venezuela’ 


A-133 Washington, December 26, 1957. 
SUBJECT 


Transmitting Copies of Security Survey of Venezuela’s Petroleum and 
Iron Ore Mining Industries 


For the Embassy’s use only, there are enclosed two complete 
copies of the report’ of the security survey of Venezuela’s strategic 
petroleum and iron ore mining installations, conducted earlier this 
year by William Brewster and Edward Patrick Gallagher of Interna- 


tional Police Services, Inc., a private corporation located at Washing- 
ton, D.C. The survey was undertaken by the company under 
arrangements concluded with the Department, which was assigned 
responsibility for the project under paragraph 53 of “Analysis of 
Internal Security Situation in Venezuela and Recommended Action”, 
prepared under NSC Action No. 1290-d and approved by the 
Operations Coordinating Board on June 13, 1956. The primary 
purpose of the survey was to review the recommendations of, and 
compliance with, a similar project undertaken in Venezuela in 1948, 
and to assess, on a current basis, the vulnerability of the petroleum 
and iron ore mining industries to sabotage. 

The survey conducted in 1948 did not include Venezuela’s iron 
ore mining facilities, but did include the oil refining installations in 
the neighboring islands of Aruba and Curacao, in addition to the 
petroleum industry in Venezuela. NSC Action 163/1, approved by 
the President on October 24, 1953, entitled “Security of Strategically 
Important Industrial Operations in Foreign Countries”,’ assigned to 
the Department certain responsibilities in connection with security 





* Source: Department of State, Central Files, 831.2553/12-2657. Secret. Drafted by 
Bartch and approved by Sanders. 

? Not printed. 

* Not printed. (Department of State, S/S-NSC Files: Lot 63 D 351) 
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surveys not only of Venezuela’s oil industry, but also of the refiner- 
ies located in Aruba and Curacao, which are dependent for their 
operation on the availability of crude oil supplied from Venezuela. It 
was envisaged that the survey undertaken in Venezuela earlier this 
year would be extended to include the refineries in Aruba and 
Curacao, but that did not prove possible in view of the refusal of 
the Netherlands Government to permit such a survey. 

In addition to providing a comprehensive review of the installa- 
tions and facilities of individual petroleum and iron ore mining 
companies in Venezuela, the report contains sections on administra- 
tion, the Guardia Nacional, Seguridad Nacional, conclusions and 
recommendations, and a bibliography. 

In summary, the main conclusions reached by the survey team 
are: 

1. The industry as a whole is vulnerable to destruction or 
damage from acts of sabotage committed either by individual sabo- 
teurs or by armed bands. 

2. General compliance with the recommendations of the 1948 
survey is not evident; although several companies have initiated 
extensive security programs others have not done so. 

3. Uniform participation by the companies in a security program 
requires a continuing external impetus to insure constant mainte- 
nance of security measures. 

4. Destructive acts by organized labor are not ey. 

5. Fire protection and safety programs are generally adequate, 
the oil a having made tremendous improvements in these 
respects since previous survey. 

6. Communications facilities, embracing both intra and inter- 
omy | networks, are generally adequate. 

7. Attack against company water supplies is not likely. 

8. The security of the industry cannot be considered inde- 
— of the security existing in related service and supply compa- 

es. 


The section of the report entitled “Security Program Guide” 
contains recommendations for the establishment of an adequate 
security system in the oil and iron ore mining industries in Venezue- 
la. The initial task, the report states, is for company management to 
survey and evaluate its installations to determine which are the most 
important to continued operations and which are most susceptible to 
attack or sabotage. It must be recognized that it is not economically 
feasible or theoretically necessary that all kinds of installations 
achieve the same degree of protection. The protection to be provided 
to each facility should be based upon an analysis of two factors: (1) 
the degree to which the facility is critical to the continued operation 
of the company’s installations as a whole, and (2) its vulnerability to 
attack. The report outlines additional broad criteria for establishing a 
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security system and then proceeds to make more specific recommen- 
dations for implementation by individual companies: 

1. Management should designate a Security Director and dele- 
gate to him sufficient high-level support to enable him to administer 
the company’s security program in coordination with the Venezuelan 
Government and the security directors of other companies, so that 
an integrated, industry-wide program can be established. 

2. Certain restricted areas among company installations should 
be designated and saf 

3. Access to certain facilities should be restricted, and a badge 
and identification control system should be established. 

4. An adequate screening program should be established for 
employees. 

5. Adequate guard forces should be organized under the direc- 
tion of the Security Director, with care taken in their selection, 
training and indoctrination. 

6. Perimeter barriers around key installations should be estab- 
lished and provision made for them. 

7. Perimeter barriers and critical facilities should be adequately 
illuminated. 
an & Adequate security communications networks should be estab- 

9. Protective alarm systems should be employed wherever nec- 


essary. 
10. An emergency plan should be to provide for 
es SRL. Oee Son ae God, strikes, riots and 


11. Special control procedures should be established to safe- 

movement of vehicles, entry of packages, and of such key 

acilities as transformers, communications centers and equipment, 
main control valves, regulator stations, water tanks and pumps. 


The Embassy is requested to review the enclosed report in detail 
and to submit its comments in regard to the efficacy of the survey, 
the validity of survey team’s conclusions, and the feasibility of its 
recommendations. The Department is transmitting under separate 
cover sufficient edited and abridged copies of the report to supply 
the Venezuelan Government and the individual oil and iron ore 
mining companies that participated in the survey.‘ 

The Embassy should distribute these copies to the addressees 
only after it has reviewed the report in sufficient detail to assure 
itself that the information contained therein can appropriately be 
released. In distributing the edited copies of the report the Embassy 
should emphasize the confidential nature of the survey and the 
necessity for restricting distribution of the report to those who need 
to know. No reference should be made to the participation of any 


agency other than the Department in making arrangements for the 











‘ Not printed. 
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conduct of the survey, and no pertinent NSC or OCB documents 
should be cited. 

After the copies of the report have been distributed to all 
addressees, the Embassy should discuss the report with appropriate 
officials of the Venezuelan Government and the individual oil and 
iron ore mining companies in order to determine the best procedure 
to implement the recommendations of the survey team. Wherever 
necessary, the report should be brought up to date by appropriate 
revision, and the Embassy should submit periodic reports of its 
progress in encouraging compliance with the recommendations of the 
survey team. Copies of the cumplete report have been distributed to 
interested agencies of the U.S. Government, but not to the U.S. 
affiliates of the companies that participated in the survey.” 

Dulles 





* Documentation relating to the survey is in Department of State, Central Files 
731.5 and 831.18. 
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